A
ill\UllI!HIIllllllmVIIHIllll“lﬂlllllllllll1

04028369

|
= } S
We change lives
0. i ' 1
» ? i
? \ \
| |
— | =8

llllll

» *av CESSED

MAY 11 2004

1AL










A MESSAGE FROM OUR CHAIRMAN AND FOUNDER

In 92003 we celebrated our &1 year in business
and our 11t year as a publicly traded company.

Over the years, many competitors have entered
the sub-prime auto finance market. None have

been able to duplicate our business
model. Few have even survived.
Credit Acceptance’s Guaranteed
Credit Approval System remains
a dependable source of financing
for our dealer-partners and their
customers.

Credit Acceptance has been
successful because of our unique
business model. In short, we bring
real value that creates positive
changes to the lives of many
people.

to access traditional funding sources. In turn,
our finance program often helps our dealer-

For our dealer-partners, Credit Acceptance is a
true partner providing a wealth of knowledge
and resources that help build better and more
profitable dealerships. Our core product aliows
dealer-partners to sell additional vehicles to

consumers not able

We

change

partners to create many more
loyal customers who generate
future sales and referrals.

For customers, Credit Acceptance
often provides their only means of
obtaining reliable transportation.
In addition, by helping our
customers make timely payments
on their loans, and thereby
improving their credit records,
we help a significant number of
our customers gain access to more
traditional sources of financing.

For shareholders, Credit Acceptance’s business
model today is low risk; we use very little financial
leverage and believe we today assume low credit risk.
Importantly, we have started to generate Economic
Profit, have a unique and valuable product, and
have a large market opportunity.

lives




A MESSAGE FROM OUR CHAIRMAN AND FOUNDER

Finally, for our employees, we are creating a
great work environment and opportunity for
advancement. In 2003, Credit Acceptance
was again voted one of the 101 Best and
Brightest Companies to Work For in Detroit
and received a workplace excellence award in
our Nevada office. We have an outstanding
group of team members, as evidenced by
their accomplishments over the last few years.
I am particularly proud of their dedication to
providing our customers and dealer-partners
with the high leve] of service they deserve.

Our management team is responsible for
putting together the pieces necessary to
positively change lives in the ways we do, and
while they have made great strides, their focus
is on continual improvement in every aspect of
the business. I believe they are the best in our
industry. I feel the company is fortunate to have
such a dedicated and experienced management
team.

null -0

DonaLp A. Foss
CHAIRMAN AND FOUNDER
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A MESSAGE

FROM OUR CEO

Dear Shareholders,

¥

o

We were pleased with our progress in 9()() 3.

Our financial résults improved and we believe we took
significant steps toward continued improvements.
Having exited under-performing businesses, we
ended 2003 with one product. We provide auto loans
to consumers regardless of credit history, a product
we have offered since 1972.

FINANCIAL RESULTS

We use Economic Profit to evaluate our financial
results. Economic Profit differs from earnings
determined under Generally Accepted Accounting
Principles in one important respect; Economic
Profit includes a cost for equity capital.

Why do we focus on Economic Profit? Economic
Profit is the best single tool we know to measure and
manage our business. Economic Profit represents
aftertax earnings above what shareholders would
have earned if, instead of investing in our business, we
had returned our equity capital to shareholders and
they had invested in an average equity investment. To
put it simply, if we can’t produce an Economic Profit
we shouldn’t exist. This clear thought from our Board
of Directors has been a catalyst for improvement over
the past 4 years.

We change lives

The following table summarizes Economic Profit and it’s related
components for 2003 and 2002 for the United States business
segment, our only active business:

(dollars in thousands except per share data) 2003 2002
Reported netincome $ 33,014 $ 23,790

Adjustments (1) 1,124 (526)
Adjusted net income $ 34,138 $ 23,264

Imputed cost of equity at 10% (29,497) (23,612)
Economic profit (loss) $ 4,641 $  (348)
Economic profit (loss) per share $ o011 $ (0.0

(1) Cur calculation of Economic Profit includes two adjustments to reported
net income. First, we add back losses recorded in 2003 on foreign currency
hedging contracts, since these losses are offset by an increase in the value
of net assets held in the United Xingdom, which is recorded as an increase
in GAAP shareholder’s equity. Second, we reverse any non-recurring gains
and losses. These non-recurring gains and losses are appropriate to consider
when evaluating our long-term performance, however these items distort
recent trends. The non-recurring adjustments in the table above include tax
items (both years), a loss on disposal of computer hardware in 2002 and 2
change in accounting method in 2002. These items are explained in more
detail in our 10-K.




A MESSAGE FROM OUR CEO

Economic Profit per share improved from a loss of
($.01) in 2002 to a profit of $.11 in 2003. Economic
Profit is a function of three variables: the return on
capital, the weighted average cost of capital, and the
average amount of capital invested.

The following table summarizes our financial perfor-
mance in these terms for 2003 and 2002 for the United
States business segment:

(dollars in thousands) 2003 2002 Change
Return on capital 10.1 % 7.6 % 25%
Weighted average 8.9 % 7.7% 1.2%
cost of capital

Spread 1.2 % (0.1 %) 1.3 %
Average capital $ 379,200 $ 350,298 8.9%

RETURN ON CAPITAL

Our return on capital improved from 7.6% to 10.1%.
The improvement in return on capital was a result
of greater revenue per dollar of capital invested,
lower provisions for credit losses, and slightly lower
operating expenses.

Revenue increased faster than capital because of
pricing changes, which are changes in advance
rates, or changes in the pricing of ancillary products.
Pricing changes accounted for 1.4% of the 2.5%
increase in the return on capital.

The provision for credit losses decreased by $4.8
million ($3.1 million after taxes) in 2003. The
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decrease in the provision for credit losses accounted
for 0.8% of the 2.5% increase in the return on capital.
The improvement in credit losses was expected.
Credit losses were unusually high in 2002 because of
problems caused by a difficult conversion to a new
collection system, which were resolved by early 2003.
Last year’s letter predicted our new collection system
would improve our collection operation beyond what
was possible with our prior system. We believe the
new system functions as well as the old one, but the
expected benefits have been slow to develop. We are
hopeful they will be realized in 2004.

Finally, a reduction in support expenses (expenses
for information systems, corporate finance, human
resources, Six Sigma, corporate legal affairs, internal
audit activities, and risk management), as a percentage of
capital increased the 2003 return on capital. As last year’s
letter indicated, we expect support expenses to increase
by no more than the growth in assets going forward.

WEIGHTED AVERAGE COST OF CAPITAL

In 2003, our weighted average cost of capital increased as
the average cost of our debt increased and we used more
equity in our capital structure. This reduced Economic
Profit by $4.2 million.

We plan to reduce our cost of capital by increasing
our ratio of debt to equity to 1:1, from the 2003
year-end ratio of .3:1. The financings we completed
in 2003 (detailed below) and our share repurchase
program should help us achieve this leverage ratio
over time.

AVERAGE CAPITAL

Average capital increased 8.3% during 2003 as a result
of a 37% increase in loan originations. Over time, the

time.



A MESSAGE

FROM OCUR CEO

growth in capital will approximate the growth in loan
originations if origination growth is consistent from
year to year. Capital grew much slower than loan
originations in 2003 because of the contraction of
loan origination volumes in 2002.

ACHIEVEMENTS IN 2003:

o We increased origination unit volumes 25.6 %.
Dollar volumes increased 37.4%.

o We increased new dealer-partner envollments to 399
compared to 143 in 2002,

o We reduced dealer-partner attrition and increased
volume per active dealer-partner.

o We improved our access to capital.

o We ended the year with 91 % of our capital invested
in our remaining active business compared 1o 79 %
at the start of the year, as we stopped originating new
loans in the United Kingdom and in Canada, and
stopped investing in several smaller non-core businesses.

o We completed the first full year of our Six Sigma
initiative. Six Sigma systematically focuses on
improving routine processes. We believe a
systematic approach maximizes process
improvement in a high growth environment
where operating managers have many competing
demands on their time. We intend to continue
our program at its current size as we learn and
refine our skills. Longer term we expect to
expand this program.

o We successfully moved our data center. At a cost
of $1.3 million, this new data center is projected
to meet our needs through 2014.

o We completed the second year of quarterly meetings with
our National Dealer-Partner Council. This group of 12
dealer-pariners is now an integral part of our strategic
planning process, providing us with feedback on our
strengths and, more importantly, our weaknesses.

We change
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o We created a new loan product. This “Challenger”
product, developed from National Dealer-Partner
Council suggestions, addresses the same market
as our existing product, but with changes in
advance rates and credit policy. Most of the
changes combine higher advances with tighter
credit policy. In a few cases, we reduced advance
rates and relaxed our policies. The Challenger
is being tested on a small scale and is intended
to generate more volume per dealer-partner while
maintaining current levels of risk and profitability.

o We completed the first phase of our dealer- pariner
Internet training initiative (E-Learning).
Training, a critical part of our program, is now
available to dealer-partners and their employees
who cannot atlend our live training in Southfield,
Michigan.

We again made progress towards our goal of
becoming one of the 100 Best Companies to Work
For. While not currently large enough to

qualify for Fortune magazine’s list, for the
second consecutive year we were named one

of Metropolitan Detroit’s 101 Best and Brightest
Companies to Work For and received a workplace
excellence award in our Henderson, Nevada
office.

* Our forecasts indicate we increased the spread
between the amount advanced to dealer-pariners
and the expected collections on new loans for the
second consecutive year.

ForecasTts

On the day of origination we forecast expected
cash flows from a loan. Based on these forecasts, we
advance the dealer-partner an amount that allows
us to achieve an acceptable return on capital. As a
result, our ability to reliably forecast these cash flows
is critical to building a profitable company. Knowing

lives




A MESSAGE FROM OUR CEO

this, we dedicate significant resources to continually
improving our forecasting process.

The following table presents forecasted collection
rates, advance rates, the spread (the forecasted
collection rate less the advance rate), and the
percentage of the forecasted collections that have
been realized as of December 31, 2003.

DeceMser 31, 2003

Loan Forecasted % of
Origination  Collection Advance Forecast
Year Rate (1) Rate (2) Spread Realized
1992 81.5% 35.3% 46.2% 100.0%
1993 75.7% 37.3% 38.4% 100.0%
1994 61.8% 41.8% 20.0% 99.8%
1995 56.2% 45.9% 10.3% 99.1%
1996 56.5% 49.1% 7.4% 98.7%
1997 59.3% 49.1% 10.2% 98.4%
1998 67.7% 49.7% 18.0% 98.4%
1999 71.9% 53.6% 18.3% 98.2%
2000 71.0% 52.5% 185% 96.0%
2001 66.9% 49.3% 17.6% 83.2%
2002 69.1% 46.0% 23.1% 59.2%
2003 72.0% 47.0% 25.0% 19.8%

(1) Forecasted collection rate as of December 31, 2003 expressed
as a percentage of the loan balance (principal and interest) at the
inception of the loan. (2) Amount advanced to dealer-partners
expressed as a percentage of the loan balance (principal and
interest) at the inception of the loan.

Our 2003 expected spread (forecasted collection
rate less the advance rate) of 25% is larger than the
expected spread on 2002 originations, and much
larger than our spreads in the mid 90’s. A large spread
reduces the risk of impaired advances, increases our
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return on capital since more revenue is generated
per dollar of capital invested, and ensures we have
dealer-partners committed to long-term success since
a greater percentage of their profits are generated
through the successful collection of their portfolio.

Shareholders should pay close attention to our
forecasts. If we do not create Economic Profit it will
likely be because we overestimate loan performance.
The following table compares our initial forecast of
loan performance with our most current forecast for
each year of loan originations since 1999.

Years
Since
Initial Current Inidal
Forecast Forecast Change Forecast
1999 73.6% 71.9% (1.7%) 4
2000 72.8% 71.0% (1.8%) 3
2001 70.4% 66.9% (3.5%) 2
2002 67.9% 69.1% 1.2% 1
2003 72.0%

A change in collection rate of 1% (70% vs. 69%)
changes our return on capital by approximately
40 basis points. The most critical time to correctly
assess the collection rate is at loan origination, as
our advance is determined at that time, After that,
detecting variances from our forecast as quickly
as possible is important so future advances can be
adjusted accordingly.

Our least accurate forecast for the years shown in
the table is 2001. This was not unexpected. In
the 2001 Annual Report we expressed concern
over the accuracy of our forecast for three reasons:
(1) the loan term was increasing, (2) our Internet

time .
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origination system was new, and (3) the economic
environment was more difficult. Our concern proved
to be warranted and 2001 loans were not as profitable
as we intended.

We recognized this in late 2001, and made
adjustments to our program that have improved loan
performance. In addition, as we accumulated more
data and made improvements in our forecasting
methods, the accuracy of our forecasts improved. In
fact, after one year of seasoning, 2002 loans show a
positive variance of 1.2% against our initial forecast.

We will continue to dedicate significant resources
to improving the accuracy of our forecasts. We
are optimistic that the combination of improving
the expected return on capital of new loans, and
improving the accuracy of our forecasts, will create
acceptable financial results going forward.

UNIT VOLUME GROWTH AND DEALER ATTRITION

Our unit volumes increased 25.6% in 2003. Unit
volume growth is determined by the number of
dealer-partners added, the average volume per
dealer-partner and dealer-partner attrition. All three
improved in 2003. Accelerating the rate of growth in
new dealer-partners and lowering attrition typically
reduces average volume per dealer-partner since
both of these categories of dealer-partners generate
below avenage volumes. Considering this, we
are very pleased with our progress in 2003. Keith
McCluskey, our President, has primary responsibility
for growing unit volumes. His efforts, and the efforts
of his team, have been outstanding. Keith deserves of
a large share of the credit for our progress.

We change
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We have made progress in understanding dealer-
partner attrition, an area that requires considerable
improvement. Our average annual attrition over the
past 4 years is as follows:

Annual Dealer-Partner Atriton Rate (1)

2000 54.0 %
2001 48.0 %
2002 324 %
2003 288 %

(1)We measure dealer-partner attrition each month according to the
following formula: (dealer-partners active during the prior month
who become inactive in the current month) less (dealer-partners
who were inactive during the prior month who become active in the
current month) divided by (the number of active dealer-partners at
the start of the month.)

Attrition isimproving, butis still too high. We estimate
dealer-partner attrition reduced 2003 loan volumes
by 12%. There are several reasons we believe attrition
will decrease. First, our program is more profitable
than ever for dealer-partners due to improvements
in collection rates and increases in average dealer-
partner volumes. Second, we expect to have more
consistent access to capital going forward. Several
times in our history we were forced to reduce our
dealer count due to capital constraints. Third, after
several years effort we now have a high-quality field
sales force. Finally, our Internet origination system,
installed in 2001, has greatly simplified our program
for dealer-partners.

Reducing attrition is a big opportunity and will be a
primary focus in 2004.

lives




A MESSAGE FROM OUR CEO

Exit rrRoM UNITED KINGDOM

During 2003 we decided to liquidate our United
Kingdom business. We exited with mixed feelings, as
many talented people were disappointed.

The decision to exit was based more on strategy than
performance. We believe we could have created a
sound business in the UK. However, we concluded we
should focus all our resources on the US market as the
effort required to improve the UK business was likely
to be significant, the amount of capital employed in
the UK would likely have continued to be small, and
the future returns on capital would likely have been less
than our returns in the United States.

We entered the United Kingdom in late 1994. Over
the past 9 years our average investment was $43.6
million, and our average return on capital 9.2%.

Steve Jones, our former Managing Director in the
United Kingdom, has joined our team in the US as
Chief Administrative Officer. He has proven to be a
real asset and will make a large positive impact going
forward. Carole Berresford and David Page, who have
done a terrific job under very difficult circumstances,
are managing the task of winding down the UK
operation. We are grateful for their efforts.

LIQUIDATION OF LEASING PORTFOLIO

The liquidation of our leasing portfolio continued
to go well in 2003 and is virtually complete with
approximately $2.5 million in capital left to recover.
We entered the leasing business in 1999 and exited in
2002 with $44.3 million invested. Over the three year
period our average investment was $18.5 million and
our average return on capital 1.3%.
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SHARE REPURCHASES

Since our share repurchase program began in mid-
1999, we have repurchased 8.1 million shares at an
average price of $9.90. Included in this amount
are 2.2 million shares, repurchased in January of
2004 through a Dutch tender offer at a price of $17.
We use excess capital to repurchase shares when
prices are below our estimate of intrinsic value (the
discounted value of future cash flows).

ACCESS TO CAPITAL

As outlined in our previous two Annual Reports,
our long-term financing goals are to expand our
borrowing capacity to allow for a 1:1 relationship of
debt to equity, increase funding sources, and increase
the average term of our debt.

We made substantial progress in 2003. We renewed
our $135 million line of credit and extended its term
from one year to two. We established a warehouse
line of credit of $100 million. Finally, and most
importantly, we completed a $100 million secured
financing. Although this was our tenth secured
financing, it was our first that was rated and insured,
which is likely to make similar financings available in
the future.

L.OOKING FORWARD

We hope shareholders are pleased with our progress.
Substantial energy and commitment was required to
create the Company we have today. Many on our
team have spent the majority of the last 10 years
putting in place the pieces required to be successful
in an industry where few companies have even
survived. There were times when success seemed

time .
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close to impossible. In spite of this, these individuals
refused to give up. I am proud to be associated with
them.

As proud as we are of what has been accomplished,
we realize most of the work is still ahead. Our market
share is small and the opportunity is large. We can
continue to improve every aspect of our business, and
expect to do so. Our 694 team members are up to
the challenge and we look forward to reporting our
progress in next year’s letter.

A M

BreTT A. ROBERTS
Cuier Executive OFFICER

We change lives




OUR FINANCIAL HIGHLIGHTS
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2003 FINANCIAL SUMMARY

(dollars in thousands except per share data) 2003 2002
REVENUE $ 145,788 $ 154,334
NET INCOME $ 28,181 $ 28,365
Duurep EsrniNGs PER SHARE £ 0.65 $ 0.65
ToTal LoAN ORIGINTIONS $ 814,182 $ 625,385
ASSETS $ 943,780 ’ $ 826,831
Gross LoANS RECEIVABLE $ 1,033,234 $ 910,417
NON-ACCRUAL LoANS As A PERCENT OF ToTAL Gross LOANS 19.5% 23.3%
DerT $ 106,467 $ 109,841
SHAREHOLDERS’ EqQuiTy $ 857,565 $ 825,457
DesT 1O EQUITY Rati0 0.30 0.34
AcCTUAL SHARES OUTSTANDING 42,128,087 42,325,615
BoOK VALUE PER SHARE ) $ 8.49 $ 7.69
CHANGE IN BOOK VALUE PER SHARE 10.4% 11.5%
RevENUE Loan ORIGINATIONS Book VaLue PER SHARE
(IN THOUSANDS) (IN THOUSANDS)
$150,000 r_ $800,000 — 1 $8.00 — T
] — . —
] $600,000 ssoo| [ |
$100,000
$400,000 $4.00
$50,000
$200,000 $2.00
o L L] L L $0 L] ——J L $0.00 ——J L L] L
2000 2001 2002 2003 2000 2001 2002 2003 2000 2001 2002 2003

.one at a time.




Our CUSTOMERS
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Our CUSTOMERS
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OQOUR DEALER-PARTNERS

“Credit Acceptance has
certainly changed my life!
Nine years zgo I was a
one-man operation work-
ing out of an 8'X15 foot
office trailer selling 15 cars
a month and now 1 have 16
employees and I am closing
pools every raonth or two!”

“The dealerpariner refatonship /
with Credit Acceptance has given
our company the “magical edge” |
over the competition. Our front- ]
end gross rose while increasing | P

our volume, With Credit Accep- ‘L ( § ; % -
tance, you controlyour destiny... o B

now and in the future.”

m ST

DEALER-PARTNER |

ZL:Q‘“?/———“ /mw\\\y'ix

Ken Have /' =
Wyomine Auto GRoUP

Parrick O’HERN
ONe Way AuTo SaLes

S !
Jay FRIEDMAN /[\ "
BEST DEALS ON WHEELS

Mickey RICHESIN
CAr COMPANY

“Thanks to Credit Acceptance
[ know now what a real part-

nership is all about. I'm proud |

to be part of something that
helps so many people change

their lives and yet is a great way |

to make a living.”

Daniee Mivk

|

|
Kirren IMPORTS {

|

[

/ s N
“With Credit Acceptance /3‘ - *i
Guaranteed Credit Approval L

we change lives by turning ANTHONY UNDERWOOD
ANTHONY UNDERWOOD AUTO SALES

empathy into action.”

W e

change

lives




OUrR DEALER-PARTNERS

“CA stands for more than
Jjust Credit Acceptance, it
stands for Caring Attitudes.”

Dinnis CRAIG
INSTANT CAR CREDIT

S

DEALER-PARTNER)
S =

T

- -~ BEn DONNARUMMA
: 2004 NDPC CHAIRMAN
‘ ALL STAR AuTO SALES
“I am very proud to have been
elected Chairman of this year’s

NDPC and will do my best to repre-
sent my fellow dealer-partners.”

“Having Credit Acceptance’s Guaranteed Credit
Approval System means never having to say “NO”
again. When you give
someone a second chance
at something as important
as credit, you've made
more than just another
customer, you've made
another friend.”

GARY SULLIVAN
LoEHMANN-BLASIUS CHEVROLET

“I've been a Credit Acceptance dealer-partner
for 13 years. They've been the best partner a guy
could ever ask for!”

JEFF BRAATZ

2004 NDPC Vice-CHAIRMAN

Parapise MoToR SALES

“Credit Acceptance has given

. “Credit Acceptance is the
only finance company I
know of that could have

-~ helped me deliver over
‘ 1,000 extra customers out

Crmr Erus | of one location in 2003...

Erris Moror Cars ; 238 in February alone!”

at a

Jow PrILLIPS
Srew Hansens Dobce

time.

us the ability to say “Yes, you
are approved!” to every cus
tomer and this is a huge factor
in the way we are able to bring in
customers and sell them a vehicle.”




OQOur TEaM MEMBERS

“In my seven years at Credit Acceptance [ have
found ii both
professionally
and personally
rewarding to be
a member of
a Human
Resourtes team
that cares so
much about its J
\

|
J{

people. 'm happy
to be racognized
as a significant
contributor to the
strategic value that
the HR department brings to the organization.”

%?L«

Vi { ¥
ALEYCE JosHUA
EMPLOYEE RELATIONS MANAGER

"

“Working for Credit Acceptance has been
a great experience. |
The Corporate
Legal Department |
is 2 teamoriented
and fun environ-
ment tp work in;
we conununicate /
and work well
together, Thave f
had the chance f
L

to meet several
team members WenDY MAack
throughout the LEGAL ASSISTANT

company and I
have zlways been treated with much respect.

We change
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“Receiving the MVP Award for the Legal
— Depart-
\ ment has
} been most
|
/
|

rewarding.
Working in
> Back End

. f Recovery

, /
g e has broad-
5

L
VaLERIA DANIELS
LecaL ATTorNEY COORDINATOR

ened my
knowledge
in Legal
Collections.
Credit
Acceptance
is an exceptional work place.”

Credit Acceptance gives me the ability and
F opportunity
10 grow m

knowledge,
experience
and
responsibil-
ity. I have
built
relationships
that will last
a lifetime.
My career
here can be
summed up
in four small words: “You can do it!”

|
|
|
|
|
1

Scorr Rocus
Sveervisor, DPSC

lives




Our TeamM MEMBERS

“Working for Credit Acceptance has
allowed me
to be a bet-
ter person
and assist
customers
in changing
their lives. I s ]

was very hap- I I
py to have ‘ oo
received the . :\
MVP of the s

Year Award -
and want to TAMEKA SMITH

say thanks to Route CoLLEcTOR
my managers and fellow co-workers.”

“Working for Credit Accepance has taught

me the
importance of
having good
credit, Itis
satisfying to
know that {
am working
for a company
that is here to
help people
when no one
else will. So,

at the end of
the day I know
that I have helped change someone’s life.”

Rosuanp RoUSER
COLLECTIONS REPRESENTATIVE

.one

a

t
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“Pursuing a career with Credit Acceptance
. after
graduation

was one of

the best
decisions 1
have ever
made. Thisis
where I have
suilt the foun-
dation for a

prosperous
career and

PauL SHAMMAS
T S best of all,
' DMINISTRATOR with the

guidance of world class team members.”

“Credit Acceptance has changed my life
' by showing
vhat it takes

to deliver
world class
customer
satisfaction,
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PART 1

Item 1. Business

General

Since 1972, Credit Acceptance (the “Company” or “Credit Acceptance”) has provided auto loans to
consumers, regardiess of their credit history. The Company’s product is offered through a nationwide network
of automobile dealers who benefit by selling vehicles to consumers who otherwise could not obtain financing,
by repeat and referral sales generated by these same customers, and from sales to customers responding to
advertisements for the Company’s product, but who actually end up qualifying for traditional financing.

Without 'the Company’s product, consumers are often unable to purchase a vehicle or they purchase an
unreliable on¢ and are not provided the opportunity to improve their credit standing. As the Company reports
to the three national credit reporting agencies, a significant number of its customers improve their lives by
improving their credit score and move on to more traditional sources of financing.

Credit Acceptance was founded to service and collect retail installment contracts (referred to as
“Loans”) originated and funded by automobile dealerships owned by the Company’s founder, majority
shareholder, and current Chairman, Donald Foss. During the 1980’s, the Company began to market this
service to non-affiliated dealers and, at the same time, began to offer dealer-partners a non-recourse cash
payment (an “advance”) against anticipated future collections on Loans serviced for that dealer-partner.
Today, the Company’s program is offered to dealers throughout the United States. The Company refers to
participating dealers who share its commitment to changing customers’ lives as “dealer-partners”.

The Company’s Internet address is www.creditacceptance.com. The Company makes available, free of
charge on the web site, copies of reports it files with or furnishes to the Securities and Exchange Commission
as soon as reasonably practicable after the Company electronically files such reports.

Principal Business

A customer who does not qualify for conventional automobile financing can purchase a used vehicle from
a Credit Acceptance dealer-partner and finance the purchase through the Company. As payment for the
vehicle, the dealer-partner receives the following:

(i) a down payment from the customer;
(i1) a cash advance from the Company; and

(ili) after the advance has been recovered, the cash from payments made on the Loan, net of certain
collection costs and the Company’s servicing fee.
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The Company’s servicing fee is equal to a fixed percentage (typically 20%) of each payment collected. In
addition, the Company receives fees for other products and services. Customers and dealer-partners benefit as
follows:

Customers. The Company helps change the lives of customers who do not qualify for conventional
automobile financing by helping them obtain quality transportation and, equally important, providing an
opportunity to establish or reestablish their credit through the timely repayment of their Loan.

Dealer-Partners. The Company’s program increases dealer-partners’ profits in the following ways:

» Enables dealer-partners to sell cars to customers who may not be able to obtain financing without the
Company’s program. In addition, customers often become repeat customers by financing future vehicle
purchases either through the Company’s program or, after they have successfully established or
reestablished their credit, through conventional financing.

 Allows dealer-partners to share in the profits not only from the sale of the vehicle, but also from its
financing.

+ Attracts customers by advertising “guaranteed credit approval”. The customers will often use other
services of the dealer-partners and refer friends and relatives to them.

« Attracts customers who mistakenly assume they do not qualify for conventional financing.
Credit Acceptance derives its revenues from the following principal sources:

(i) servicing fees (recorded as finance charges) earned as a result of servicing Loans assigned to the
Company by dealer-partners;

(i) fees earned from the Company’s third party ancillary product offerings, which primarily consist of
service contract programs;

(i11) lease revenue from investments in operating leases;
(iv) premiums earned on service contract and credit life insurance programs; and

(v) other income, which primarily consists of: monthly fees from the Company’s Internet based Credit
Approval Processing System (“CAPS”), interest income and fees from floorplan receivables,
secured lines of credit, and notes receivable; net gains resulting from lease terminations; rental
income from leasing part of the Company’s headquarters to outside parties; and fees charged to
dealer-partners at the time they enroll in the Company’s program.




The following table sets forth the percent relationship to total revenue of each of these sources:

For the Years Ended
December 31,

Percent of Total Revenue 2003 2002 2001
Finance charges. ... 70.8% 63.3% 61.2%
Ancillary product InCOME . . . ...ttt 133% 107%  8.7%
Lease TeVEIMUE ... oottt ettt e e e e 44% 104% 14.8%
Premiums earned .. ... ... 2.0% 2.9% 4.5%
Other INCOME . . ...t e e e e e e 9.5% 12.7% 10.8%
Totalirevenue . . ... v e 100.0% 100.0% 100.0%

The Company’s business is seasonal with peak Loan originations occurring during February and March.
However, this seasonality does not have a material impact on the Company’s interim results.

The Company is organized into four primary business segments: United States, United Kingdom,
Automobile Leasing and Other. In early 2002, the Company stopped originating automobile leases and
effective June 30, 2003 stopped originating Loans in the United Kingdom and Canada. The Company is in the
process of liguidating these portfolios. For information regarding the Company’s reportable segments, see
Note 12 to the consolidated financial statements, which is incorporated herein by reference.

Operations
United States

Sales and Marketing. The Company’s target market is a select group of the more than 75,000
independent and franchised automobile dealers in the United States. The Company’s market development
process identifies high quality dealers in each geographic market and limits the number of automobile dealers
in each geographic market that can participate in the Company’s program. The selective marketing of the
Company’s program is intended to: (i) result in a network consisting of the highest quality dealer-partners
who share the Company’s commitment to changing lives; and (ii) increase the value of the Company’s
program to the Company’s dealer-partners. Dealer-partners pay a one-time enrollment fee of $9,850 to join
the Company’s program. In return, the Company provides the dealer-partner with sales promotion kits, signs,
training and the first month’s access to CAPS.




Dealer-partner enrollments in the United States for each of the last five years are presented in the table
below.

Number of

Dealer-Partner
Year _Enrollments
1000 e e 311
2000 293
200 224
20002 L 143
2003 e 399

A new dealer-partner is required to execute a servicing agreement, which defines the legal relationship
between the Company and the dealer-partner. The servicing agreement assigns the responsibilities for
administering, servicing and collecting the amounts due on Loans to the Company. The servicing agreement
provides that collections received by Credit Acceptance during a calendar month on Loans assigned by a
dealer-partner are applied on a pool-by-pool basis as follows:

« First, to reimburse Credit Acceptance for certain collection costs;
+ Second, to pay Credit Acceptance its servicing fee;

 Third, to reduce the aggregate advance balance and to pay any other amounts owing from the dealer-
partner to the Company; and

+ Fourth, to the dealer-partner as payment for amounts contractually due under the servicing agreement
(dealer holdback).

Under the typical servicing agreement, a dealer-partner represents that it will only submit Loans to Credit
Acceptance which satisfy criteria established by the Company, meet certain conditions with respect to the
binding nature and the status of the security interest in the purchased vehicle, and comply with applicable
state, federal and foreign laws and regulations. Dealer-partners receive a monthly statement from the
Company, summarizing all activity on Loans originated by such dealer-partner.

In the event that the Company discovers a misrepresentation by the dealer-partner relating to a Loan
submitted to the Company, the Company can demand that the Loan be repurchased for the then current
balance owed on the Loan less the amount of any unearned finance charge plus the applicable termination fee,
generally $500. Upon receipt in full of such amount, the Company will reassign the Loan receivable and its
security interest in the financed vehicle to the dealer-partner.



The typical servicing agreement may be terminated by the Company or by the dealer-partner upon
written notice. The Company may terminate the servicing agreement immediately in the case of an event of
default by the dealer-partner. Events of default include, among other things:

(i) the dealer-partner’s refusal to allow the Company to audit its records relating to the Loans assigned
to the Company;

(ii) the dealer-partner, without the Company’s consent, is dissolved; merges or consolidates with an
entity not affiliated with the dealer-partner; or sells a material part of its assets outside the course of
its business to an entity not affiliated with the dealer-partner; or

(iii) the appointment of a receiver for, or the bankruptcy or insolvency of, the dealer-partner.

While a dealer-partner can cease submitting Loans to the Company at any time without terminating the
servicing agreement, if the dealer-partner elects to terminate the servicing agreement or in the event of a
default, the dealer-partner must immediately pay the Company:

(i) any unreimbursed collection costs;
(i) any unpaid advances and all amounts owed by the dealer-partner to the Company; and

(iii) a termination fee equal to 15% of the then outstanding amount of the Loans accepted by the
Company.

Upon receipt in full of such amounts, the Company will reassign the Loan receivable and its security interest
in the financed vehicle to the dealer-partner. In the event of a termination by the Company (or any other
termination if the Company and the dealer-partner agree), the Company may continue to service Loans
accepted prior to termination in the normal course of business without charging a termination fee.

Loan Origination. Once a dealer-partner has enrolled in the Company’s program, the dealer-partner
may begin submitting Loans to the Company for servicing, administration, and collection. A Loan occurs
when a customer enters into a contract with a dealer-partner that sets forth the terms of the agreement
between the customer and the dealer-partner for the payment of the purchase price of the automobile. The
amount of the Loan consists of the total principal and interest that the customer is required to pay over the
term of the Loan. During 2003, virtually all of the Company’s United States Loan originations were processed
through CAPS. CAPS was offered to all dealer-partners located in the United States beginning in January
2001, and allows dealer-partners to input a credit application and view the response from the Company on-
line. CAPS, which is patent pending, allows dealer-partners to: (i) receive an approval from the Company
much faster than with traditional methods; and (ii) interact with the Company’s credit scoring system to
improve the structure of each transaction prior to delivery. All responses include the amount of the advance, as
well as any stipulations required for funding. The amount of the advance is determined by using a computer
model which considers a number of factors including the timing and amount of cash flows expected on the
related Loan and the Company’s target return on capital at the time the Loan is originated. The estimated
future cash flows are determined based upon a proprietary credit scoring system, which considers numerous
variables, including the customer’s credit bureau report, data contained in the customer’s credit application,
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the structure of the proposed transaction, vehicle information and other factors, to calculate a composite credit
score that corresponds to an expected collection rate. The Company’s credit scoring system predicts the
probability of default based upon the historical performance of Loans in the Company’s portfolio that share
similar characteristics. The performance of the credit scoring system is evaluated monthly by comparing
projected to actual Loan performance. Adjustments are made to the credit scoring system when necessary.

While a dealer-partner can assign any Loan to the Company for servicing, administration and collection,
the decision whether to pay an advance to the dealer-partner and the amount of any advance, is made solely by
the Company. The Company performs all significant functions relating to the processing of the Loan
applications and bears certain costs of origination, including the cost of assessing the adequacy of Loan
documentation, compliance with underwriting guidelines and the cost of verifying employment, residence and
other information submitted by the dealer-partner.

CAPS interfaces with the Company’s Application and Contract System (“ACS”). Loan information
included in CAPS is automatically entered into ACS through a download from CAPS. Additional Loan
information is entered into ACS manually. ACS provides credit scoring capability as well as the ability to
process Loan packages. ACS compares Loan data against information provided during the approval process
and allows the funding analyst to check that all stipulations have been met prior to funding. Loan contracts are
written on a contract form provided by the Company and the Loan transaction typically is not completed until
the dealer-partner has received approval from the Company. The assignment of the Loan from the dealer-
partner to the Company occurs simultaneously with the customer’s signing of the Loan contract. Although the
dealer-partner is named in the Loan contract, the dealer-partner does not have ownership of the Loan for more
than a moment and the Company, not the dealer-partner, is listed as lien holder on the vehicle title. The
customer’s payment obligation is directly to the Company. Payments are generally made by the customer
directly to the Company. For these reasons, the Company views the Loan to be an asset of the Company, not
the dealer-partner. The customer’s failure to pay amounts due under the Loan will result in collection action
by the Company and may result in a charge-off of the Loan. See “Credit Loss Policy” for a description of the
Company’s charge-off policy.

The Company may offer the dealer-partner a non-recourse advance against anticipated future collections
on the Loan. Since typically the combination of the advance and the customer’s down payment provides the
dealer-partner with a cash profit at the time of sale, the dealer-partner’s risk in the Loan is limited. The dealer-
partner would typically view any future cash flows from dealer holdback payments to be additional profit. The
Company cannot demand repayment from the dealer-partner of the advance except in the event the dealer-
partner is in default of the servicing agreement. Advances are made only after the Loan is approved, accepted
by and assigned to the Company and all other stipulations required for funding have been satisfied.

As advances are originated, they are automatically assigned to the originating dealer-partner’s open pool
of advances. Periodically, pools are closed and subsequent advances are assigned to a new pool. All advances
due from a dealer-partner are secured by the future collections on the dealer-partner’s portfolio of Loans.
Collections on all related Loans within the pool, after payment of the Company’s servicing fee and
reimbursement of certain collection costs, are applied to reduce the aggregate advance balance owing against
those Loans. Once the advance balance has been repaid, the dealer-partner is entitled to receive future
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collections from Loans within that pool, after payment of the Company’s servicing fee and reimbursement of
certain collection costs. If the collections on Loans from a dealer-partner’s pool are not sufficient to repay the
advance balance, the dealer-partner will not receive the dealer holdback. Loans accepted by the Company are
secured by liens on the financed vehicles. The Company’s acceptance of Loans is generally without recourse to

the general assets of the dealer-partner.

Dealer-partners have an opportunity to receive a portion of the dealer holdback at the time a pool of 100
or more Loans is capped. The amount paid to the dealer-partner is calculated using a formula that considers
the collection rate and the advance balance on the capped pool.

The Company records the total payments due under the Loan as a Loan receivable and the amount of its
servicing fee as an unearned finance charge, which is netted from the gross amount of the Loan in the balance
sheet. The servicing fee represents the portion of the Loan payments above the amount of the advance that the
Company is entitled to retain and therefore becomes the interest element on the Loan from the Company’s
perspective. Amounts contractually due to the dealer-partner, generally 80% of the gross Loan amount, are
reflected as a liability (dealer holdback) from which the advance on the Loan is netted. The dealer holdback is
a contractual obligation to the dealer-partner from the Company and includes the dealer-partner’s profit on
the sale of the vehicle as well as the dealer-partner’s share of the profits from the financing. Actual payments
of dealer holdback will be contingent on collections of the related Loans assigned to the Company.

The Company’s business model allows it to share the risk and reward of collecting on the Loans with the
dealer-partners. Such sharing is intended to motivate the dealer-partner to assign better quality Loans, follow
the Company’s underwriting guidelines, and provide appropriate service and support to the customer after the
sale. The Company believes this arrangement aligns the interests of the Company, the dealer-partner and the
customer. The Company measures various criteria for each dealer-partner against other dealer-partners in
their area as well as the top performing dealer-partners. Sales representatives are required to present the
results to the dealer-partner and to develop an action plan on a quarterly basis with the dealer-partner to
improve the dealer-partner’s overall success with the Company’s program.

Information on the Company’s Loan originations for each of the last five years is presented in the
following table:
For the Years Ended December 31,

Average Loan Data 2003 2002 2001 2000 1999
Average size of Loan accepted ............ $12,206 $11,316 $10,724 $8,867  $8,849
Percentage growth in average size of Loan .. 7.9% 5.5% 21.0% 0.2% 5.3%
Average initial maturity (in months) ....... 37 36 36 32 32
Average advance per Loan................ $ 5723 $5243 $ 5,288  $4,657 $4,744
Average advance as a percent of average

Loan accepted .............. .. ... . ... 46.9% 46.3% 493%  52.5%  53.6%




Information on the Company’s Loan originations in the United States for 2003 and 2002 is presented in
the following table:

Years Ended
December 31,

2003 2002 % Change
(Dollars in thousands)
Loan originations .. .........v'iuirnenneeeenannann.. $785,667  $571,690 37.4%
Number of Loans originated............................. 62,334 49,650
Number of active dealer-partners(1)...................... 916 789
Loans per active dealer-partner ......................... 68.1 62.9
Average Loansize ......... ... ... . .. e $ 126 $ 115

(1) Active dealer-partners are dealer-partners who submitted at least one Loan during the period.

The increase in Loan originations in the United States in 2003 is due to: (i) an increase in the number of
active dealer-partners due to increased dealer-partner enrollments and reduced levels of dealer-partner
attrition, (ii) a continued increase in the number of Loans per active dealer-partner and (iii) an increase in
the average Loan size.

Servicing and Collections. The Company’s pre-repossession collectors are organized into teams. The
Company’s first payment miss team services Loans of customers who have failed to make one of their first
three payments on time. A collection call is generally placed to these customers within three days after the
payment is due. Once a customer has made their first three payments, a regional collection team services the
Loan. Regional teams service all Loans originated by dealer-partners within their geographic area. The
Company has an incentive system to encourage collectors to collect the full amount due and eliminate the
delinquency on Loans assigned to their team. Collectors may recommend repossession of the vehicle based on
a variety of factors including the amount of the delinquency and the estimated value of the vehicle. These
recommendations are typically reviewed by a collection team supervisor.

When a Loan is approved for repossession, the account is transferred to the repossession team.
Repossession personnel continue to service the Loan as it is being assigned to a third party repossession
contractor, who works on a contingency fee basis. Once a vehicle has been repossessed, the customer can
negotiate a redemption with the Company, whereby the vehicle is returned to the customer in exchange for
paying off the Loan balance, or where appropriate or if required by law, the vehicle is returned to the customer
and the Loan reinstated, in exchange for reducing or eliminating the past due balance. If the redemption
process is not successful, the vehicle is typically sold at a wholesale automobile auction. Prior to sale, the
vehicle is usually inspected by the Company’s remarketing representatives who authorize repair and
reconditioning work in order to maximize the net sale proceeds at auction.

If the vehicle sale proceeds are not sufficient to satisfy the balance owing on the Loan, the Loan is
assigned either to: (i) the Company’s senior collection team, in the event that the customer is willing to make
payments on the deficiency balance; or (it) where permitted by law, the Company’s legal team, if it is believed
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that legal action is required to reduce the deficiency balance owing on the Loan. The Company’s legal team
assigns Loans to third party collection attorneys who file a claim and upon obtaining a judgment, garnish
wages or other assets.

Collectors rely on two systems to service accounts, the Collection System (*“CS”) and the Loan
Servicing System (“LSS”). The LSS and CS are connected through a batch interface. The present CS has
been in service since June 2002. The CS interfaces with a predictive dialer and records all activity on a Loan,
including details of past phone conversations with the customer, collection letters sent, promises to pay, broken
promises, repossession orders and collection attorney activity. The LSS maintains a record of all transactions
relating to Loans originated after July 1990 and is the primary source of management reporting including data
utilized to:

(i) evaluate the Company’s proprietary credit scoring system;
(ii) forecast future collections;
(iil) establish the Company’s allowance for credit losses; and

(iv) analyze the profitability of the Company’s program.

Service Contracts and Insurance Products

The Conipany maintains relationships with certain insurance carriers which provide dealer-partners the
ability to offer customers credit life and disability insurance. Should the customer elect to purchase this
insurance, the premium on the insurance policy is added to the amount due under the Loan and to the
advance balance. The Company is not involved in the actual sale of the insurance; however, the insurance
carrier cedes the premiums, less a fee, to a wholly-owned subsidiary of the Company, which reinsures the
coverage under the policy. As a result, the Company, through its subsidiary, bears the risk of loss, and earns
revenues from premiums ceded and the investment of such funds. The Company’s reserve for insurance claims
was $455,000 iand $575,000 at December 31, 2003 and 2002, respectively.

The Company provides dealer-partners the ability to offer vehicle service contracts to customers. Under
this program, the sales price of the service contract is added to the amount due under the Loan. The cost of
the service contract, plus a commission earned by the dealer-partner on the sale of the service contract is
added to the advance balance. A portion of the amount added to the advance balance is retained by the
Company as a fee. Generally, a third party bears all of the risk of loss on claims. Historically, the Company
also offered a vehicle service contract program where the Company bore the risk of loss on claims relating to
the service contracts. The Company discontinued offering this product effective November 1, 2003, as the
product was not competitive with the third-party service contract products offered by the Company. The
Company’s reserve for service contract claims was $64,000 and $155,000 at December 31, 2003 and 2002,
respectively.
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Revenues derived from the Company’s service contract and insurance product businesses during 2003,
2002 and 2001 are as follows:
For the Years Ended December 31,
2003 2002 2001
(Dollars in thousands)

Insurance Products:
Fees o $ 248 $ 2,056 $ 1,230
Premiums. ... .. 2,415 2,709 3,304

$ 2,663 $4765 § 4,534

Fees .o $19,149  $14,381  $11,661
Premiums . . 571 1,803 3,268
$19,720  $16,184  $14,929

Total ... e $22,383  $20,949  $19,463

Businesses in Liquidation
United Kingdom

Effective June 30, 2003, the Company decided to stop originating automobile Loans in the United
Kingdom. This decision was based upon the conclusion that the United Kingdom retail automobile Loan
operation was unlikely to produce a higher risk-adjusted return on capital than the Company’s principal
business in the United States over the long-term. Prior to this decision, the Company originated and serviced
Loans in the United Kingdom on approximately the same basis as in the United States. As of December 31,
2003, the amount of capital invested in this business was $31.0 million.

Automobile Leasing

In January 2002, the Company decided to exit the automobile leasing business. This decision was based
upon the conclusion that the automobile leasing business was unlikely to produce a higher risk-adjusted return
on capital than the Company’s principal business in the United States over the long-term. Prior to this
decision, the Company purchased automobile leases from dealer-partners for an amount based on the value of
the vehicle as determined by an industry guidebook, assumed ownership of the related vehicle from the dealer-
partner and received title to the vehicle. This program differed from the Company’s principal business in that,
as leases were purchased outright, the Company assumed no liability to the dealer-partner for dealer holdback
payments. Additionally, the customer was required to remit a security deposit to the Company. At lease
termination, the Company is responsible for the ultimate disposal of the vehicle, which is sold directly to the
dealer-partner, to the customer or at auction. Leases generally have an original term ranging from 24 to
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48 months, with an average of 37 months. As of December 31, 2003, the amount of capital invested in this
business was. $1.9 million.

Other

Canada: Effective June 30, 2003, the Company decided to stop originating automobile Loans in
Canada. This decision was based upon the conclusion that the Canadian retail automobile Loan operation was
unlikely to produce a higher risk-adjusted return on capital than the Company’s principal business in the
United States over the long-term. Prior to this decision, the Company originated and serviced Loans in
Canada on approximately the same basis as in the United States. As of December 31, 2003, the amount of
capital invested in this business was $3.9 million.

Floorplan Financing. Floorplan financing is offered on a limited basis to certain dealers, most of which
participate in the Company’s core program. Under these financing arrangements, loans are provided to finance
the dealer’s inventory. Dealers are charged documentation fees in connection with each vehicle financed, plus
interest on the unpaid balance at rates that generally range from 12% to 18% per annum. Security for these
loans generally consists of:

(i) a lien on the financed inventory;

(ii) a security interest in the dealer’s assets, including the dealer-partner’s portfolio of Loans serviced by
the Company; and

(i) the personal guarantee of the owner.

In 2002 and 2003, the Company significantly reduced its investment in the floorplan portfolio after
concluding this business was not likely to generate an acceptable return on capital. The Company intends to
continue to reduce the amount of capital invested in this business. As of December 31, 2003, the amount of
capital invested in this business was $2.7 million.

Secured Line of Credit Loans. -The Company offered line of credit arrangements to certain dealers who
were not participating in the Company’s core program. These lines of credit are secured primarily by loans,
originated and serviced by the dealer, with additional security provided by the personal guarantee of the
dealership’s owner. The effective interest rate on these loans varies based upon the amount advanced to the
dealer and the percentage of collections on the loan portfolio required to be remitted to the Company. During
the third quarter of 2001, the Company discontinued offering this program to new dealers, and is in the process
of reducing the amount of capital invested in this business. As of December 31, 2003, the amount of capital
invested in this business was $2.3 million.

Beginning in 2002, entities owned by the Company’s majority shareholder and Chairman began offering
secured line of credit loans in a manner similar to the Company’s prior program, at his dealerships and at two
other dealers, one of whom also does business with the Company. The Company’s majority shareholder and
Chairman does not intend to expand his line of credit lending activities to additional dealers, except to
dealerships which he owns or controls.
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Credit Loss Policy

For information regarding the Company’s accounting policy for the allowance for credit losses, see Note 1
to the consolidated financial statements, which is incorporated herein by reference.

Competition

The market for customers who do not qualify for conventional automobile financing is large and highly
competitive. The Company’s largest competition comes from “buy here pay here” dealerships where the
dealer finances the customer’s purchase and services the loan themselves. The market is also currently served
by banks, captive finance affiliates of automobile manufacturers, credit unions and independent finance
companies both publicly and privately owned. Many of these companies are much larger and have greater
resources than the Company. These companies typically target higher credit tier customers within the
Company’s market. While the Company is unaware of any other companies offering guaranteed credit
approval on a national scale, there is the potential that significant direct competition could emerge and that the
Company will be unable to compete successfully.

Customer and Geographic Concentrations

No single dealer-partner accounted for more than 10% of total revenues during any of the last three years.
The following table provides information regarding the five states that are responsible for the largest dollar
amount of Loan originations in the United States during 2003:

Active Dealer-
Loan Originations Partners(1)
Amount % of Total Number % of Total

(Dollars in thousands)

Michigan . ........ ..o i i $ 75,551 9.6 100 10.9
VIFGINIA .o oot 54,247 6.9 49 5.3
Maryland .. ...... ... . 50,323 6.4 48 5.2
New York ... ..o 48,411 6.2 78 8.5
Tennessee . ......... .. 46,900 6.0 34 37
All other states .. .......... ... 510,235 64.9 607 _66.4
Total. . ... . $785,667 100.0% 916 100.0%

(1) Active dealer-partners are dealer-partners who submitted at least one Loan during the year.

While not considered to be a concentration, the Company’s transactions with related parties are
significant. For information regarding the Company’s transactions with related parties, see Note 9 to the
consolidated financial statements, which is incorporated herein by reference.
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Geographic Financial Information

The following table sets forth, for each of the last three years for the Company’s domestic and foreign
operations, the amount of revenues from customers, and long-lived assets (in thousands):

As of and for the Years Ended
December 31,

2003 2002 2001
Revenues from customers
United States. ... .ot $131,388  $128,893  $118,646
United Kingdom .. .......coiiiii i 10,789 20,022 23,674
Other foreign . ........ . .. i 3,611 5,419 5,009
Total revenues from customers ...................... $145,788  $154,334  $147,329
Long-lived assets
United States. . ..ottt $ 18,007 $ 19,284 $ 18,806
United Kingdom .......... ... i, 496 667 840
Total long-lived assets .............cccoviiiniiion.. $ 18,503 $ 19,951 $ 19,646

The Company’s operations are structured to achieve consolidated objectives. As a result, significant
interdependencies and overlaps exist among the Company’s domestic and foreign operations. Accordingly, the
revenue andiidentifiable assets shown may not be indicative of the amounts which would have been reported if
the domestic and foreign operations were independent of one another.

Regulation
The Company’s businesses are subject to various state, federal and foreign laws and regulations, which:
(i) require licensing and qualification,
(i) regulate interest rates, fees and other charges,
(iii) require specified disclosures to customers,
(iv) gowern the sale and terms of the ancillary products; and
(v) define the Company’s rights to collect Loans and repossess and sell collateral.

Failure to comply with, or an adverse change in, these laws or regulations could have a material adverse
effect on the Company by, among other things, limiting the states or countries in which the Company may
operate, restricting the Company’s ability to realize the value of the collateral securing the Loans and leases,
or resulting 'in potential liability related to Loans and leases accepted from dealer-partners. In addition,
governmental regulations depleting the supply of used vehicles, such as environmental protection regulations
governing emissions or fuel consumption, could have a material adverse effect on the Company. The Company
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is not aware of any such legislation currently pending that could have a material adverse effect on the
Company.

The sale of insurance products in connection with Loans and leases assigned to the Company by dealer-
partners is also subject to state laws and regulations. As the holder of the Loans and leases that contain these
products, some of these state laws and regulations may apply to the Company’s servicing and collection of the
Loans and leases. However, as the Company does not deal directly with customers in the sale of insurance
products, it does not believe that such laws and regulations significantly affect its business. Nevertheless, there
can be no assurance that insurance regulatory authorities in the jurisdictions in which such products are
offered by dealer-partners will not seck to regulate the Company or restrict the operation of the Company’s
business in such jurisdictions. Any such action could materially adversely affect the income received from
such products. The Company’s credit life and disability reinsurance and property and casualty insurance
subsidiaries are licensed and subject to regulation in the Turks and Caicos Islands.

The Company’s operations in the United Kingdom and Canada are also subject to various laws and
regulations. Generally, these requirements tend to be no more restrictive than those in effect in the United
States.

The Company believes that it maintains all material licenses and permits required for its current
operations and is in substantial compliance with all applicable laws and regulations. The Company’s servicing
agreement with dealer-partners provides that the dealer-partner shall indemnify the Company with respect to
any loss or expense the Company incurs as a result of the dealer-partner’s failure to comply with applicable
laws and regulations.

Employees

As of January 31, 2004, the Company had 694 employee team members. The Company’s team members
have no union affiliations and the Company believes its relationship with its team members is good. The table
below presents team members by department:

Number of

Department Team Members
Collection and Servicing ... ... . 439
Loan Origination and Processing ............... ittt i, 48
Sales and Marketing .. ... ... e 66
Finance and ACCOUNtING . .. ... ittt e 38
Information Systems . ... ... i e 51
Management and Support ... o 52

Total. .. 694
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Item 2. Properties
United States, Automobile Leasing, and Other

The Company’s headquarters are located at 25505 West Twelve Mile Road, Southfield, Michigan 48034.
The Company purchased the office building in 1993 and has a mortgage loan from a commercial bank that is
secured by a'first mortgage lien on the property. The office building includes approximately 118,000 square
feet of space on five floors. The Company occupies approximately 79,000 square feet of the building, with most
of the remainder of the building leased to various tenants. The Company plans to continue to lease excess
space in the building until such time as the Company’s expansion needs require it to occupy additional space.

The Company leases approximately 8,700 square feet of office space in Henderson, Nevada. The lease
expires in April 2004. The Company is currently in the process of negotiating a new lease for 30,000 square
feet of office space in Henderson, Nevada, which will replace the Company’s existing office space at this
location. This lease is expected to be executed by the end of the first quarter of 2004.

United Kingdom

The Company leases space in an office building in Worthing, West Sussex, in the United Kingdom. The
Company occupies approximately 10,000 square feet of the building under a lease expiring in September 2007.
The Company expects to stop using this office space in the fourth quarter of 2005 or the first quarter of 2006.

Item 3. Legal Proceedings

In the normal course of business and as a result of the customer-oriented nature of the industry in which
the Company operates, industry participants are frequently subject to various customer claims and litigation
seeking damages and statutory penalties. The claims allege, among other theories of liability, violations of
state, federal and foreign truth-in-lending, credit availability, credit reporting, customer protection, warranty,
debt collection, insurance and other customer-oriented laws and regulations, including claims seeking damages
for physical and mental damages relating to the Company’s repossession and sale of the customer’s vehicle
and other debt collection activities. The Company, as the assignee of Loans originated by dealer-partners, may
also be named as a co-defendant in lawsuits filed by customers principally against dealer-partners. Many of
these cases are filed as purported class actions and seek damages in large dollar amounts. An adverse ultimate
disposition in any such action could have a material adverse impact on the Company’s financial position,
liquidity and results of operations.

For a description of material pending litigation to which the Company is a party, see Note 13 to the
consolidated financial statements, which is incorporated herein by reference.
Item 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of the shareholders during the fourth quarter. The Company’s
annual meeting typically occurs during the second quarter of each fiscal year and the results of such matters
submitted to a vote of the sharcholders at the meeting normally appears in the Quarterly Report on
Form 10-Q for that quarter.
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PART It

Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters

The Company’s common stock is traded on The Nasdaq Stock Market® under the symbol CACC.
The high and low sale prices for the common stock for each quarter during the two year period ending
December 31, 2003 as reported by The Nasdaq Stock Market® are set forth in the following table:

2003 2002
Quarter Ended High Low High Low
March 31 ..o e $ 679 $475 81204 $8.50
June 30 ... 12.10 4.75 14.95 9.66
September 30 .. .. .. ... 12.59 8.35 13.45 7.22
December 31 ... o 15.77 8.99 9.72 6.26

As of February 5, 2004, the number of beneficial holders and shareholders of record of the common stock
was approximately 1,649 based upon securities position listings furnished to the Company.

The Company has not paid any cash dividends during the periods presented. The Company intends to
retain its earnings to finance the growth and development of its business and currently has no plans to pay any
cash dividends on its common stock. The Company’s credit agreements contain financial covenants pertaining
to the Company’s ratio of liabilities to tangible net worth and amount of tangible net worth, which may
- indirectly limit the payment of dividends on common stock.

Equity Compensation Plans

The Company has two stock option plans pursuant to which it grants stock options with time or
performance-based vesting requirements to employees, officers, and directors. The Company’s 1992 Stock
Option Plan {the “1992 Plan”) was approved by shareholders in 1992 prior to the Company’s initial public
offering. The Company’s Director Stock Option Plan (the “Director Plan”) was approved by shareholders in
2002.
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The following table sets forth, with respect to each of the option plans, (i) the number of shares of
common stock to be issued upon the exercise of outstanding options, (ii) the weighted average exercise price
of outstanding options, and (iii) the number of shares remaining available for future issuance, as of
December 31, 2003.

Number of Shares

Number of Shares Remaining Available
to Be Issued Weighted-Average for Future Issuance
Upon Exercise of Exercise Price of Under Equity
Outstanding Outstanding Compensation
Plan Category Options Options Plans(a)
Equity compensation plans approved by
shareholders:
1992 Plan ... 4,071,900 $7.32 1,647,225
Director Plan . ..................... 100,000 7.00 100,000
Total ... 4,171,900 $7.31 1,747,225

(a) Excludes securities reflected in the first column, “Number of shares to be issued upon exercise of
outstanding options”.

For additional information regarding the Company’s stock option plans, see Note 11 to the consolidated
financial statements, which is incorporated herein by reference.

Item 6. Selected Financial Data

The selected income statement and balance sheet data presented below are derived from the Company’s
audited consolidated financial statements and should be read in conjunction with the Company’s consolidated
audited financial statements and notes thereto and “Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations”, included elsewhere in this Annual Report.

Certain amounts for prior periods have been reclassified to conform to the current presentation, including
the following significant balance sheet reclassifications: (i) the reserve for advance losses, which was
previously classified within dealer holdbacks, net, was eliminated and the balance transferred to the allowance
for credit losses, which is classified within Loans receivable, net and (ii) repossessed assets were reclassified
from Loans receivable, net to other assets. Additionally, as a result of the Company’s adoption of the fair value
recognition provisions of Statement of Financial Accounting Standards (“SFAS”) No. 123, “Accounting for
Stock-Based Compensation” under the retroactive restatement method selected by the Company as described
in SFAS No. 148, “Accounting for Stock-Based Compensation — Transition and Disclosure” in the second
quarter of 2003, the Company restated all prior periods to reflect the stock-based compensation expense that
would have been recognized had the recognition provisions of SFAS No. 123 been applied to all awards
granted to employees or directors after January 1, 1995.
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2003 2002 2001 2000 1999
{Dollars in thousands, except per share data)

Income Statement Data:

Revenue :...................... & 145788 $ 154,334 $ 147,329 $ 123,611 $ 115828
Costs and expenses(A) ........... 99,531 107,811 100,286 89,566 149,219
Other operating income:

Gain on sale of subsidiary(B) ... — — — -~ 14,720
Operating income (loss) .......... 46,257 46,523 47,043 34,045 (18,671)

Foreign exchange loss .......... (2,767) — (42) (11) (66)
Income (loss) before income taxes 43,490 46,523 47,001 34,034 (18,737)

Provision (eredit) for income

TAXES vttt 15,309 _ 18,158 . 18,586 11,655 (6,091)
Net income {loss) ............... $ 28,181 §& 28365 & 28415 $ . 22379 § (12,646)
Net income (loss) per common

share: ]

Basic ........................ $ 0.67 $ 0.67 $ 0.67 § 051 § __(0.27)

Diluted ...................... $ 0.65 $ 065 $ 0.66 $§ 0.51 % (0.27)
Weighted average shares

outstanding; ‘ , .

Basic ............ ... .. . 42,195,340 42,438,292 42,140,961 43,879,577 46,222,730
CDiluted ... ... oo 43,409,007 43,362,741 43,150,804 44,219,876 46,222,730
Balance Sheet Data: o
Loans receivable, net............. $ 855355 $ 749,078 § 741,732 § 551,863 $§ 556,154
Floorplan receivables, net ......... 2,449 4,450 6,446 8,106 15,492
Lines of credit, net. . .........:... 2,023 3,655 5,845 2,462 —
Notes receivable, net .............. 2,090 3,899 5,322 4,523 3,610
Investment in operating leases, net 4,447 17,879 42,774 42921 9,097
All other assets. .. .....:...c.... 77,416 47,870 50,154 54,371 68,903
Total assets .. ................... $. 943780 $ 826,831 $ 852,273 $§ 664246 $ 653,256
Total debt ..........c........... $ 106467 $ 109,841 $§ 202,529 $ 156,673 $ 158,985
Dealer holdbacks, net ............ 423,861 347,040 306,232 207,680 197,814
Other liabilities. . ................ 55,887 44,493 52,625 35,429 31,913
Total liabilities .................. 586,215 501,374 561,386 399,782 388,712
Shareholders’ equity(C) .......... 357,565 325,457 290,887 264,464 264,544
Total liabilities and shareholders’

EQUITY . .ot $ 943,780 $ 826,831 $ 852,273 $§ 664246 $ 653,256

(A) In 1999, the Company increased the provision for credit losses to $56.9 million as the result of higher
provisions needed for losses on its net investment with respect to Loan pools originated primarily in 1995,
1996, and 1997. In addition, in 1999 the Company recorded a valuation adjustment of $13.5 million on
the retained interest in its July 1998 securitization relating to these Loan pools.

(B) In 1999, the Company recorded a gain of $14.7 million from the sale of its credit reporting services
subsidiary.

(C) No dividends were paid during the periods presented.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Executive Summary

Since 1972, Credit Acceptance has provided auto loans to consumers, regardless of their credit history.
The Company’s product is offered through a nationwide network of automobile dealers who benefit by selling
vehicles to consumers who otherwise could not obtain financing. The Company delivers credit approvals
instantly through the Internet. The Company’s revenues are generated primarily through the servicing fees it
receives for the collection and administration of Loans assigned by dealer-partners to the Company, and to a
lesser extent, through the fees it receives through the sale of third-party ancillary products.

The Company’s strategy is to increase the amount of economic profit per share by increasing its return on
capital and profitably growing its business. See page 38 for the Company’s definition of economic profit. The
Company believes it has been successful in improving the returns on Loan originations in recent years
primarily as a result of increasing the spread between the forecasted collection rate and the advance rate. Loan
originations grew 30% in 2003 due to an increase in the number of active dealer-partners, an increase in the
number of Loans per active dealer-partner, and an increase in the average Loan size. Since the company
believes it is the only financial services company offering “guaranteed credit approval” for automobile dealers
on a national scale, and the Company presently serves only a small portion of its target market, the Company
believes that it has a good opportunity to grow its business profitably in the future.

Critical success factors for the Company include its access to capital and its ability to accurately forecast
Loan performance. The Company employs modest financial leverage with a funded debt to equity ratio of
0.3/1.0 at December 31, 2003. The Company funds its business through a revolving credit facility, a
warchouse line of credit and privately placed asset-backed financings. The Company’s forecasts impact Loan
pricing and structure as well as the required allowance for credit losses. The Company manages its risk by
managing the spread between the forecasted collection rate and the advance rate.

Forecasting Loan Performance

The following table presents forecasted collection rates, advance rates, the spread (the forecasted
collection rate less the advance rate), and the percentage of the forecasted collections that have been realized




as of December 31, 2003. The amounts presented are expressed as a percent of the original Loan amount by
year of Loan origination.

December 1, 2003

Forecasted % of Forecast
Year Collection % Advance % Spread % _ Realized
1992 81.5% 35.3% 46.2% 100.0%
1993 75.7% 37.3% 38.4% 100.0%
1994 61.8% 41.8% 20.0% 99.8%
1995 56.2% 45.9% 10.3% 99.1%
1996 56.5% 49.1% 7.4% 98.7%
1997 59.3% 49.1% 10.2% 98.4%
1998 67.7% 49.7% 18.0% 98.4%
1999 71.9% 53.6% 18.3% 98.2%
2000 71.0% 52.5% 18.5% 96.0%
2001 66.9% 49.3% 17.6% 83.2%
2002 69.1% 46.0% 23.1% 59.2%
2003 72.0% 47.0% 25.0% 19.8%

The risk of a forecasting error declines as Loans age. For example, the risk of a material forecasting error
for business written in 1999 is very small since 98.2% of the total amount forecasted has already been realized.
In contrast, the Company’s forecast for recent Loan originations is less certain. If the Company produces
disappointing operating results, it will likely be because the Company overestimated future Loan performance.

A wider spread between the forecasted collection rate and the advance rate reduces the Company’s risk of
credit losses. Because collections are applied to advances on an individual dealer-partner basis, a wide spread
does not eliminate the risk of losses, but it does reduce the risk significantly. The Company made no material
changes in credit policy or pricing during 2003, other than routine changes designed to maintain current
profitability levels.
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One method for evaluating the reasonableness of the Company’s forecast is to examine the trends in
forecasted collection rates over time. The following table compares the Company’s forecast as of Decem-
ber 31, 2003 with the forecast as of December 31, 2002.

December 31, 2002 December 31, 2003
YL’_" Forecasted CQllection % Forgcasted Collect_iqn % Variance
1992 81.2% 81.5% 0.3%
1993 75.5% 75.7% 0.2%
1994 61.9% 61.8% (0.1)%
1995 56.2% 56.2% 0.0%
1996 56.6% 56.5% 0.1)%
1997 59.5% 59.3% (0.2)%
1998 68.1% 67.7% (0.4)%
1999 72.3% 71.9% (0.4)%
2000 71.6% 71.0% (0.6)%
2001 68.1% 66.9% (1.2)%
2002 68.0% 69.1% 1.1%

The Company first began publishing collection forecasts in its 2001 Annual Report. Forecasted collection
rates declined in 2002 whefl a difficult collection system conversion negatively impacted collection results. The
unanticipated difficulties associated with the conversion resulted in a decreased number of phone calls placed
per delinquent account, which resulted in a reduction in collection rates during the third and fourth quarters of
2002. During the fourth quarter, collection system performance improved and by the end of the quarter had
returned to pre-system conversion levels as measured by call volumes and charge-off rates. In the first quarter
of 2003, the Company’s collection forecast continued to decline when post repossession collection results
(known as deficiency balance collections) deteriorated. During the remainder of 2003, forecasted collection
rates stabilized.

Accurately predicting future collection rates is critical to the Company’s success. Historically, the
Company has experienced an adverse change in the profitability of Loan originations during periods of high
growth. While the growth rates experienced in the United States in 2003 are higher than the Company’s
. expected long-term growth rate, the Company believes that the investments in corporate support functions in
2002, combined with decreases in Loan origination volumes in 2002, have adequately prepared the Company
for this growth. The Company intends to make every possible effort to assess collection rates as accurately as
possible.
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Results of Operations
Consolidated

The following tables present income statement data on a consolidated basis as well as for the Company’s
four business segments, United States, United Kingdom, Automobile Leasing, and Other.

Year Ended Year Ended Year Ended
December 31, % of December 31, % of December 31, % of
2003 Revenue 2002 Revenue 2001 Revenue
(Dollars in thousands)

Revenue:
Finance charges ....... $103,125 70.8% $§ 97,744 63.3% $ 90,169 61.2%
Ancillary product

ncome ............. 19,397 13.3 16,437 10.7 12,891 8.7
Lease revenue ......... 6,432 4.4 16,101 104 21,853 14.8
Premiums earned . ..... 2,986 2.0 4,512 2.9 6,572 4.5
Other income ......... 13,848 9.5 19,540 12.7 15,844 10.8

Total revenue ....... 145,788 100.0 154,334 100.0 147,329 100.0
Costs and expenses:
Salaries and wages ... .. 33,655 23.1 29,042 18.9 27,170 18.5
General and

administrative ... .... 20,034 13.7 24,551 15.9 20,925 14.2
United Kingdom asset

impairment expense . . 10,493 7.2 — — — —
Provision for credit

losses .............. 10,459 7.2 23,935 15.5 14,034 9.5
Sales and marketing. . . . 8,494 5.8 7,623 4.9 7,685 5.2
Interest .............. 8,057 5.5 9,058 59 14,688 10.0
Depreciation of leased

aSSELS ..., 4,210 2.9 9,669 6.3 12,485 8.5
Stock-based

compensation expense 3,583 2.5 2,072 1.3 1,755 1.2

Provision for insurance
and service contract

claims.............. 546 0.4 1,861 1.2 1,544 1.0
Total costs and
eXpenses. . ........ 99,531 68.3 107,811 69.9 100,286 68.1

Operating income . .. ... 46,257 31.7 46,523 30.1 47,043 31.9
Foreign exchange loss .. (2,767) (1.9) — — (42) —
Income before provision

for income taxes ... .. 43,490 29.8 46,523 30.1 47,001 31.9
Provision for income

taXes. ..o 15,309 10.5 18,158 11,7 18,586 12.6
Net income ........... $ 28,181 193%  $ 28,365 18.4% $§ 28,415 19.3%
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Year Ended December 31, 2003 Compared to Year Ended December 31, 2002

For the year ended December 31, 2003, consolidated net income remained relatively consistent at
$28.2 million: compared to $28.4 million for the same period in 2002. Consolidated net income for the year
ended December 31, 2003 included a net loss of $4.6 million in the United Kingdom, which was primarily the
result of $11.1 million in asset impairment and other expenses recorded in connection with the Company’s
decision to stop Loan originations in the United Kingdom effective June 30, 2003. The impact of the loss in
the United Kingdom was partially offset by an increase in net income in the United States to $33.0 million in
2003 from $23.8 million in 2002.

The increase in net income in the United States was due primarily to: (i) an increase in finance charges
to $91.6 million in 2003 from $78.4 million in 2002 as a result of an increase in the average size of the Loan
portfolio due to an increase in Loan originations in 2003, (ii) an increase in ancillary product income to
$18.5 million. in 2003 from $13.2 million in 2002 due to an increase in the number of third-party service
contracts sold, and (iii) a decrease in provision for credit losses to $6.9 million in 2003 from $11.7 million in
2002 due to higher 2002 losses as a result of a difficult conversion to a new collection system. To a lesser
extent, the increase in net income was also due to two tax-related adjustments in 2002 related to the
anticipated repatriation of earnings from the United Kingdom and a change in estimate of state income tax
owed that increased the provision for income taxes and decreased net income by $2.6 million. Partially
offsetting these items that positively impacted net income were: (i) a decrease in other income to
$10.7 million in 2003 from $14.6 million in 2002 due to interest income of $4.8 million from the Internal
Revenue Service received in 2002 in connection with a change in tax accounting methods that affected the
characterization and timing of revenue recognition for tax purposes, (ii) an increase in salaries and wages to
$28.8 million in 2003 from $23.7 million in 2002 due to increased spending on employee bonuses, servicing
salaries, corporate support salaries, and employee benefits, and (iii) an increase of $2.9 million in foreign
exchange loss as a result of the Company recognizing the fair value of forward contracts entered into to
manage foreign currency risk associated with the cash flows anticipated from the exit of the United Kingdom
operation.

The results of operations for the Company as a whole are attributable to changes described by segment in
the discussion of the results of operations in the United States, United Kingdom, Automobile Leasing, and
Other business segments. The following discussion of the results of operations for interest expense is provided
on a consolidated basis, as the explanation is not meaningful by business segment.

Interest. Consolidated interest expense decreased to $8.1 million in 2003 from $9.1 million in 2002. The
decrease in consolidated interest expense was primarily the result of a decrease in average outstanding debt.
The decrease was partially offset by an increase in the weighted average interest rate to 7.5% for the year
ended December 31, 2003 from 5.7% for the same period in 2002. This increase was primarily the result of an
increased impact of borrowing fees and costs on average interest rates due to lower average outstanding
borrowings.
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Year Ended December 31, 2002 Compavred to Year Ended December 31, 2001

Consolidated net income remained relatively consistent at $28.4 million in 2002 and 2001. Net income
for the year ended December 31, 2002 included: (i) an increase in net income in the United States business
segment to $23.8 million in 2002 from $23.1 million in 2001 and (ii) a reduction in net income in the United
Kingdom business segment to $6.3 million in 2002 from $7.2 million in 2001.

The increase in net income in the United States was due primarily to: (i) an increase in finance charges
to $78.4 million in 2002 from $66.3 million in 2001 as a result of an increase in the average size of the Loan
portfolio due to an increase in Loan originations in 2001 and (ii) an increase in other income due to interest
income of $4.8 million received from the Internal Revenue Service in 2002 in connection with a change in tax
accounting methods that affected the characterization and timing of revenue recognition for tax purposes.
Partially offsetting these items that positively impacted net income were: (i) an increase in the provision for
credit losses to $11.7 million in 2002 from $2.7 million in 2001 due to higher losses in 2002 as a result of a
difficult conversion to a new collection system and (ii) an increase in salaries and wages to $23.7 million in
2002 from $20.0 million in 2001 resulting primarily from increased spending on corporate support functions
such as information systems, finance, and a new Six Sigma initiative.

The reduction in net income in the United Kingdom was due primarily to a reduction in finance charges
to $17.7 million in 2002 from $21.8 million in 2001. The decline in finance charges was due to a reduction in
the average size of the Loan portfolio as a result of a reduction in Loan originations in 2002 due to a decline in
the amount advanced to dealer-partners as a percent of the gross Loan amount and the Company
discontinuing its relationship with certain dealer-partners whose business did not meet the Company’s return
on capital objectives. This reduction in net income was partially offset by a reduction in salaries and wages to
$3.6 million in 2002 from $4.9 million in 2001 primarily as a result of $700,000 in executive severance expense
incurred in 2001 and a reduction in staffing levels in 2002.

The results of operations for the Company as a whole are attributable to changes described by segment in
the discussion of the results of operations in the United States, United Kingdom, Automobile Leasing, and
Other business segments. The following discussion of the results of operations for interest expense is provided
on a consolidated basis, as the explanation is not meaningful by business segment.

Interest. Consolidated interest expense decreased to $9.1 million in 2002 from $14.7 million in 2001.
The decrease in consolidated interest expense was primarily the result of: (i) a decrease in average outstanding
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debt and (ii) a decrease in the weighted average interest rate to 5.7% in 2002 from 7.5% in 2001, which was
the result of a decrease in the average interest rate on the Company’s variable rate debt, including lines of
credit and secured financings, and repayment of the senior note debt.

United States
Year Ended Year Ended Year Ended
December 31, % of December 31, % of December 31, % of
2003 Revenue 2002 Revenue 2001 Revenue
(Dollars in thousands)

Revenue:
Finance charges ............... $91,594 74.1% $78,414 70.8% $66,306 71.2%
Ancillary product income ....... 18,462 14.9 13,183 11.9 10,221 11.0
Premiums earned .............. 2,986 2.4 4,512 4.1 6,572 7.1
Other income ................. 10,691 8.6 14,622 13.2 9,953 10.7

Total revenue ............... 123,733 100.0 110,731 100.0 93,052 100.0
Costs and expenses:
Salaries and wages . ............ 28,821 23.3 23,745 21.5 19,989 21.5
General and administrative . ... .. 16,764 13.5 19,185 17.3 13,537 14.5
Provision for credit losses ....... 6,917 5.6 11,749 10.6 2,720 2.9
Sales and marketing............ 7,488 6.1 6,522 5.9 6,226 6.7
Interest ...................... 6,330 5.1 5,408 4.9 7,721 8.3
Stock-based compensation

CXPENSE © vt vt e 3,315 2.7 1,686 1.5 1,632 1.8
Provision for insurance and

service contract claims........ 546 0.4 1,861 1.7 1,544 1.7

Total costs and expenses ... ... 70,181 56.7 70,156 63.4 53,369 57.4
Operating income .. ............ 53,552 43.3 40,575 36.6 39,683 42.6
Foreign exchange loss .......... (2,864) (2.3) {6) — (37) —
Income before provision for

income taxes ................ 50,688 41.0 40,569 36.6 39,646 42.6
Provision for income taxes ...... 17,674 14.3 16,779 15.1 16,584 17.8

Netincome ...........cooun... $33,014 26.7%  $23,790 21.5%  $23,062 24.8%

Year Ended December 31, 2003 Compared to Year Ended December 31, 2002

Finance Charges. Finance charges increased to $91.6 million in 2003 from $78.4 million in 2002
primarily due to an increase in the: (i) average size of the Loan portfolio due to an increase in Loan
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originations in 2003 and (ii) average annualized yield on the Company’s Loan portfolio to 12.6% in 2003 from
12.5% in 2002. The increase in Loan originations in the United States in 2003 is due to: (i) an increase in the
number of active dealer-partners due to an increase in dealer-partner enrollments and reduced levels of dealer-
partner attrition, (ii) an increase in the number of Loans per active dealer-partner and (iii) an increase in the
average Loan size. The increase in the average yield was primarily due to a decrease in the percent of non-
accrual Loans to 17.9% as of December 31, 2003 from 21.9% for the same period in 2002 due primarily to an
increase in Loan originations in 2003.

Ancillary Product Income.  Ancillary product income increased to $18.5 million in 2003 from $13.2 mil-
lion in 2002 primarily due to an increase in the number of third party service contract products sold, primarily
due to the increase in Loan originations in 2003 compared to 2002.

Premiums Earned. Premiums earned decreased to $3.0 million in 2003 from $4.5 million in 2002
primarily due to a decrease in the penetration rate on the Company’s in-house service contract product in
2003. The decrease in the penetration rate was a result of this product not being competitive with the third-
party service contract products offered by the Company.

Other Income. Other income decreased to $10.7 million in 2003 from $14.6 million in 2002 primarily
due to interest income of $4.8 million received from the Internal Revenue Service in the third quarter of 2002
in connection with a change in tax accounting methods that affected the characterization and timing of
revenue recognition for tax purposes. This decrease was partially offset by an increase of $900,000 in monthly
fees paid by dealer-partners for the use of CAPS,

Salaries and Wages. Salaries and wages increased to $28.8 million in 2003 from $23.7 million in 2002
primarily due to increases of: (i) $1.6 million in employee bonus expense due to improved financial and
operational performance, (ii) $1.5 million in servicing salaries due to an increase in servicing personnel as a
result of an increase in the number of Loans serviged in the United States, (iii) $800,000 for corporate support
salaries, and (iv) $500,000 in employee benefits. The Company expects that servicing salaries will grow at a
rate commensurate with the growth in the number of Loans serviced.

General and Administrative. General and administrative expenses decreased to $16.8 million in 2003
from $19.2 million in 2002 due to: (i) $1.4 million in losses on the disposal of computer hardware in 2002,
(ii) a decrease of $700,000 in legal expenses resulting from a reduction in the frequency and severity of legal
proceedings in which the Company is engaged, and (iii) a decrease of $400,000 in Michigan single business
tax expense resulting from a reduction in the amount of income apportioned to the state of Michigan.

Provision for Credit Losses. The provision for credit losses decreased to $6.9 million in 2003 from
$11.7 million in 2002. The provision for ¢redit losses consists of three components: (i) a provision for earned
but unpaid revenue on Loans which were transferred to non-accrual status during the period, (ii) a provision
to reflect losses inherent in the Company’s Loan portfolio, and (iii) a provision for losses on notes receivable.
The decrease in the provision for credit losses in 2003 compared to 2002 was primarily due to a decrease in the
provision for losses inherent in the Company’s Loan portfolio to $3.9 million in 2003 from $8.1 million in 2002
due to higher 2002 losses as a result of a difficult conversion to a new collection system (see “Item 7 —
General”).
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Sales and Marketing. Sales and marketing expenses increased to $7.5 million in 2003 from $6.5 million
in 2002 due primarily to increased sales commissions as a result of an increase in the number of Loans
originated.

Stock-based Compensation Expense. Stock-based compensation expense increased to $3.3 million in
2003 from $1.7 million in 2002. While the number of stock options outstanding declined in 2003, stock-based
compensation - expense increased as a result of a change in assumptions that reduced the period over which
certain performance based stock options are expected to vest.

Provision for Insurance and Service Contract Claims. The provision for insurance and service contract
claims, as a percent of premiums earned, decreased to 18.3% in 2003 from 41.2% in 2002 primarily due to a
reassessment of the amount of incurred but not reported claims reserves.

Foreign exchange loss. The foreign exchange loss increased to $2.9 million in 2003 from zero in 2002.
In 2003, the Company entered into forward contracts to ensure that currency fluctuations would not reduce
the amount of United States dollars received from the liquidation of the United Kingdom operation. From the
date the forward contracts were entered into, the weakening of the United States dollar versus the British
pound sterling caused a reduction in the fair value of the contracts and an approximately equal increase in the
value of British-pound-sterling-denominated net assets held. These amounts were not equal for the full year
ended December 31, 2003 because the change in shareholders’ equity reflects the change in exchange rates for
the year while the change in the value of the forward contracts reflects the change in exchange rates from the
date the contracts were entered into until the end of the year. The reduction in fair value of the forward
contracts is recorded as foreign exchange loss while the increase in British-pound-sterling-denominated net
assets is recorded as an increase in shareholders’ equity. In future periods, the Company expects the amount of
the gain or loss recognized by the Company on the forward contracts to be approximately offset by an increase
or decrease in shareholders’ equity.

Provision for Income Taxes. The effective tax rate decreased to 34.9% in 2003 from 41.4% in 2002. The
reduction in the effective tax rate in 2003 was primarily due to a decrease of 9.7% resulting from expense
recorded in 2002 for estimated taxes due upon repatriation of prior years’ earnings in the United Kingdom,
partially offset by an increase of 3.2% resulting from a change in estimate of state income tax owed.

Year Ended December 31, 2002 Compared to Year Ended December 31, 2001

Finance Charges. Finance charges increased to $78.4 million in 2002 from $66.3 million in 2001
primarily due to an increase in the average size of the Loan portfolio due to an increase in Loan originations in
2001. This increase was partially offset by a reduction in the average annualized yield on the Company’s Loan
portfolio to 12.5% in 2002 from 12.8% in 2001. The decrease in the average yield was primarily due to an
increase in the percent of non-accrual Loans to 21.9% as of December 31, 2002 from 18.6% for the same
period in 2001 due primarily to a reduction in Loan originations in 2002.

Ancillary Product Income. Ancillary product income increased to $13.2 million in 2002 from $10.2 mil-
lon in 2001 primarily due an increase in the number of third party service contracts sold due to increases in
penetration rates and the average amount earned per service contract in 2002 compared to 2001.
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Premiums Earned. Premiums earned decreased to $4.5 million in 2002 from $6.6 million in 2001

primarily due to a decrease in penetration rates on the Company’s in-house service contract product in 2002
and 2001.

Other Income. Other income increased to $14.6 million in 2002 from $10.0 million in 2001 primarily
due to: (i) interest income of $4.8 million from the Internal Revenue Service received in connection with a
change in tax accounting methods that affected the characterization and timing of revenue recognition for tax
purposes and (ii) an increase of $1.2 million in monthly fees paid by dealer-partners for the use of CAPS.
These increases were partially offset by the one-time gain of $1.1 million in 2001 to record the exercise of a
clean-up call relating to the July 1998 securitization of advance receivables.

Salaries and Wages. Salaries and wages increased to $23.7 million in 2002 from $20.0 million in 2001
primarily due to an increase of $2.9 million resulting primarily from increased spending on corporate support
functions such as information systems, finance, and a Six Sigma initiative.

General and Administrative. General and administrative expenses increased to $19.2 million in 2002
from $13.5 million in 2001 due to: (i) the reversal in 2001 of Michigan single business taxes of $4.7 million,
which were paid from 1993 to 2000, resulting from a re-characterization of the Company’s revenue as a result
of an Internal Revenue Service examination. This reversal of Michigan single business taxes was partially
offset by an increase in state income taxes (see “Provision for Income Taxes” below). The increase was also
due to losses of $1.4 million on the disposal of computer hardware in 2002.

Provision for Credit Losses. The provision for credit losses increased to $11.7 million in 2002 from
$2.7 million in 2001. The increase in the provision for credit losses for the year ended December 31, 2002
compared to the year ended December 31, 2001 was primarily due to increases of: (i) $6.1 million in the
provision for losses inherent in the Company’s Loan portfolio due to higher losses in 2002 as a result of a
difficult conversion to a new collection system (see “Part I, Item 2 — General”’); and (ii) $2.6 million in the
provision for earned but unpaid revenue due to an increase in the percent of non-accrual Loans to 21.9% as of
December 31, 2002 from 18.6% for the same period in 2001.

Sales and Marketing. Sales and marketing expenses increased to $6.5 million in 2002 from $6.2 million
in 2001 as a result of expense associated with a direct mail lead generation product provided to dealer-partners
and an increase in the average sales commission per Loan originated.

Provision for Insurance and Service Contract Claims. The provision for insurance and service contract
claims, as a percent of premiums earned, increased to 41.2% in 2002 from 23.5% in 2001 as the amount of
incurred but not reported claims reserves increased relative to the number of insurance and service contract
policies outstanding.

Provision for Income Taxes. The effective tax rate remained relatively consistent at 41.4% in 2002
compared to 41.8% in 2001. The provision for income taxes in 2002 includes a provision of $3.6 million for
estimated taxes due upon repatriation of prior years’ earnings in the United Kingdom, which were previously
considered permanently invested. Partially offsetting this was a 2.6% decrease in the provision related to a
change in the estimate of state income tax owed versus what was originally estimated in 2001. The provision
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for income taxes in 2001 includes a $4.1 million increase in the estimate of state income tax owed partially
offset by a related federal income tax benefit of $1.4 million.

United Kingdom
Year Ended Year Ended Year Ended
December 31, % of December 31, % of December 31, % of
2003 Revenue 2002 Revenue 22001 Revenue
(Dollars in thousands)
Revenue:
Finance charges ............ $10,095 90.2% $17,671 83.7% $21,802 88.6%
Ancillary product income. . . .. 935 8.4 3,254 154 2,670 10.8
Other income .............. 155 1.4 195 0.9 140 0.6
Total revenue ............ 11,185 100.0 21,120 100.0 24,612 100.0
Costs and lexpenses:
Salaries and wages .......... 3,593 32.1 3,620 17.1 4,904 20.0
General and administrative . . . 2,132 19.1 2,514 11.9 2,838 11.5
United Kingdom asset
impairment expense ....... 10,493 938 — - — —
Provision for credit losses . ... 803 7.2 4,489 21.3 3,399 13.8
Sales and marketing . ........ 944 8.4 849 4.0 922 3.7
Interest.................... — — 647 31 2,196 8.9
Stock-based compensation
EXPENSE .o vvve 268 2.4 386 1.8 123 0.5
Total costs and expenses . . . 18,233 163.0 12,505 59.2 14,382 58.4
Operating income (loss) ... .. (7,048) (63.0) 8,615 40.8 10,230 41.6
Foreign exchange gain ....... — — 5 — — —
Income (loss) before provision
(credit) for income taxes. . . (7,048) (63.0) 8,620 40.8 10,230 41.6
Provision (credit) for income
tAXES . e s _(2,402) (21.5) 2,343 11.1 3,020 12.3
Net income (loss) .......... $(4,646) (41.5)%  $ 6,277 29.7% $ 7,210 29.3%

Year Ended December 31, 2003 Compared to Year Ended December 31, 2002

Effective June 30, 2003, the Company decided to stop originating Loans in the United Kingdom. As a
result, the average size of the Loan portfolio in the United Kingdom declined significantly in 2003. The
decline in the above income statement captions is primarily a result of this decision, except as discussed below.

Salaries and Wages. Salaries and wages remained relatively consistent at $3.6 million in 2003 and 2002.
The impact of a reduction in staffing levels resulting from the decision to stop Loan originations in the United
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Kingdom was partially offset by increases of: (i) $250,000 in expenses related to employee severance costs and
(i) $200,000 in employee bonus expense.

United Kingdom Asset Impairment Expense.  As a result of the decision to stop originating Loans in the
United Kingdom, the Company recorded an expense in the second quarter of 2003 consisting of:
(i) $9.8 million to reduce the carrying value of the operation’s net asset value of the Loan portfolio to the
present value (using a discount rate of 13%) of the forecasted cash flows relating to the Loan portfolio less
estimated future servicing expenses and (ii) a write-off of $700,000 of fixed assets that would no longer be
used in the operation. In determining the impairment of the Loan portfolio, the Company analyzed the
expected cash flows from this operation assuming lower collection rates than were assumed before the decision
to liquidate. These lower collection rates reflect uncertainties (such as potentially higher employee turnover or
reduced morale) in the servicing environment that may arise as a result of the decision to liquidate. The
Company does not expect to record additional impairment expense unless the actual results are less than the
forecast used by management in the impairment analysis, resulting in a decrease in the present value of
forecasted cash flows relative to the United Kingdom’s net asset value. For further discussion on the
impairment analysis performed in accordance with SFAS No. 144, “Accounting for Impairment or Disposal
of Long-Lived Assets”, see Note 1 to the consolidated financial statements, which is incorporated herein by
reference.

As of June 30, 2003, the effective date of the Company’s decision to stop Loan originations in the United
Kingdom, the Company estimated future cash flows from the United Kingdom of approximately $30.9 mil-
liori. Since June 30, 2003, approximately $21.0 million in cash flows from the United Kingdom Loan portfolio
have been reinvested in the United States. The Company expects that approximately 70% of the remaining
estimated cash flows will be reinvested in the United States within one year, 90% within two years, and the
remainder within three years. In order to manage the foreign currency risk associated with the expected cash
flows, the Company entered into a series of forward contracts to deliver British pounds sterling, representing
approximately 90% of the total expected cash to be repatriated, to a commercial bank in exchange for United
States dollars at an agreed upon rate through June 30, 2005.

Sales and Marketing. Sales and marketing expenses increased to $900,000 in 2003 from $800,000 in
2002 primarily due to employee severance costs of $250,000 associated with the Company’s decision to stop
Loan originations in the United Kingdom. This increase was partially offset by the elimination of sales and
marketing activities after the decision to stop Loan originations.

Year Ended December 31, 2002 Compared to Year Ended December 31, 2001

Finance Charges. Finance charges decreased to $17.7 million in 2002 from $21.8 million in 2001
primarily as the result of decreases in: (1) the average size of the Loan portfolio due to a decrease in Loan
originations in 2002 and (ii) the average annualized yield on the Company’s Loan portfolio to 12.7% in 2002
from 13.6% in 2001. The decrease in the average yield was primarily due to an increase in the percent of non-
accrual Loans to 31.3% as of December 31, 2002 from 22.4% for the same period in 2001 due to a reduction in
Loan originations in 2002. Loan originations decreased in 2002 to $43.3 million from $122.8 million in 2001 as
the result of the Company decreasing the amount advanced to dealer-partners and discontinuing its
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relationship ‘with certain dealer-partners whose business did not meet the Company’s return on capital
objectives.

Ancillary Product Income.  Ancillary product income increased to $3.3 million in 2002 from $2.7 million
in 2001 primarily due to a change in revenue recognition policy, which increased revenue by $1.5 million. This
change was the result of a complete review of the Company’s revenue recognition policies, which determined
that, while conservative, the policies relative to ancillary product revenue recognition in the United Kingdom
were inconsistent with those employed in the United States. Therefore, the Company adopted the accounting
treatment that was appropriate and consistent with the policies employed in the United States. This increase
in income resulting from the change in revenue recognition was partially offset by a $300,000 decrease in
revenue under a profit sharing agreement with an insurance provider.

Salaries and Wages. Salaries and wages decreased to $3.6 million in 2002 from $4.9 million in 2001
primarily due to executive severance agreement expenses of $700,000 incurred in 2001 and a reduction in
staffing levels in 2002.

General and Administrative. General and administrative expenses decreased to $2.5 million in 2002
from $2.8 million in 2001 as a result of accounting and legal expenses mcurred in 2001 related to the
restructuring of legal entities within this business segment.

Provision for Credit Losses. Provision for credit losses increased to $4.5 million in 2002 from
$3.4 million in 2001. The provision for credit losses consists of two components: (i) a provision for earned but
unpaid revenue on Loans that were transferred to non-accrual status during the period; and (ii) a provision to
reflect losses inherent in the Company’s Loan portfolio. The increase was primarily due to an increase of
$1.4 million in the provision for losses inherent in the Company’s Loan portfolio due to a decline in credit
quality of Loans originated in 2001, partially offset by a decrease of $300,000 in the provision for earned but
unpaid revenue. As a result of the decline in credit quality of Loans originated in 2001, the Company stopped
originating Loans in Ireland and decreased the amount advanced to dealer-partners in the United Kingdom.

Stock-based Compensation Expense. Stock-based compensation expense increased to $400,000 in 2002
from $100,000 in 2001 due to an increase in the number of stock options outstanding as a result of stock
options granted during the second half of 2001 and in 2002.

Provision for Income Taxes. The effective tax rate decreased to 27.2% in 2002 from 29.5% in 2001. The
reduction in the effective rate in 2002 was attributable to a restructuring of the legal entities within this
business segment.
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Automobile Leasing

Revenue:
Lease revenue . ........
Other income .........

Total revenue .......
Costs and expenses:
Salaries and wages . .. ..

General and
administrative . ... ...

Provision for credit
losses ..............

Sales and marketing. . ..

Interest ..............

Depreciation of leased
Assets ...,

Total costs and
EXPEenses. . ........

Operating loss . ........
Foreign exchange gain

(loss) ..ot
Loss before credit for

income taxes ........
Credit for income taxes

Netloss..............

Year Ended Year Ended Year Ended
December 31, % of December 31, % of December 31, % of
2003 Revenue 2002 Revenue 2001 Revenue
(Dollars in thousands)
$6,432 78.2% $16,101 92.6% $21,853 94.2%
1,789 21.8 1,279 7.4 1,339 5.8
8,221 100.0 17,380 100.0 23,192 100.0
1,000 12.1 1,409 8.2 1,827 8.0 |
781 9.5 2,048 11.8 3,195 13.8
1,690 20.6 5,134 29.5 6,126 26.4
— — 23 0.1 288 1.2
1,135 13.8 1,992 11.5 3,365 14.5
4210 51.2 9,669 55.6 12,485 53.8
8,816 107.2 20,275 116.7 27,286 117.7
(595) (7.2) (2,895)  (16.7) (4,094)  (17.7)
96 1.1 1 — (5) —
(499) (6.1) (2,894)  (16.7) (4,099)  (17.7)
(176) (2.2) (1,070) (6.2) (1,465) (6.3)
$ (323) (3.9)% $(1,824)  (10.5)% $(2,634)  (11.4)%

In January 2002, the Company decided to stop originating automobile leases. As a result, the average size
of the lease portfolio declined significantly in 2003 and 2002. The decline in the above income statement
captions is primarily a result of this decision, except as discussed below.

Other Income.

Other income, as a percent of revenue, increased to 21.8% in 2003 from 7.4% in 2002

due to an increase in net gains recognized on lease terminations.
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Other

Year Ended Year Ended Year Ended
December 31, % of December 31, % of December 31, % of
2003 Revenue 2002 Revenue 2001 Revenue
(Dollars in thousands)

Revenue:
Finance charges .............,. $1,436 54.2% $1,659 32.5% $2,061 31.8%
Otherincome ................. 1,213 45.8 3,444 67.5 4,412 68.2

Total reveniue ............... 2,649 100.0 5,103 100.0 6,473 100.0
Costs and expenses:
Salaries and wages . ............ 241 9.2 268 5.2 450 7.1
General and administrative . ... .. 357 13.5 304 15.8 1,355 20.9
Provision for icredit losses .. ... .. 1,049 39.6 2,563 50.2 1,789 27.6
Sales and marketing............ 62 2.3 229 4.5 249 3.8
Interest ............. ... ...... 592 22.3 1,011 19.8 1,406 21.7

Total costs: and expenses . .. ... 2,301 86.9 4,875 957.5 5,249 81.1
Operating income .. ............ 348 13.1 228 4.5 1,224 18.9
Foreign exchange gain .......... 1 0.1 — — — —
Income before provision for

income taxes ................ 349 13.2 228 4.5 1,224 18.9
Provision for lincome taxes ...... 213 8.1 106 1 447 6.9
Netincome ................... $ 136 5.1% $ 122 2.4% $ 777 12.0%

Year Ended December 31, 2003 Compared to Year Ended December 31, 2002

The Other segment consists of the Company’s Canadian automobile Loan operations, floorplan, and
secured line of credit financing businesses. Effective June 30, 2003, the Company decided to stop originating
Loans in Canada. As a result, the average size of the Loan portfolio in Canada declined significantly in 2003.
The Company has also decided to significantly reduce its floorplan and secured line of credit portfolios since
2001. The decline in the above income statement captions is primarily a result of these decisions, except as
discussed below.

Provision for Income Taxes. The effective tax rate increased to 61.0% in 2003 from 46.5% in 2002 due
to losses reported in the secured line of credit business in 2003. This business is based in the United States,
and has a lower effective tax rate than the Canadian automobile Loan business. As a result, the tax benefit
from the loss incurred in this business does not fully offset taxes relating to profits earned in the Canadian
operation, thereby increasing the effective tax rate.
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Year Ended December 31, 2002 Compared to Year Ended December 31, 2001

Finance charges. Finance charges decreased to $1.7 in 2002 from $2.1 in 2001 primarily due to an
decrease in the average size of the Canadian Loan portfolio due to a decrease in Loan originations in Canada
in 2002,

Other Income. Other income decreased to $3.4 million in 2002 from $4.4 million in 2001 primarily due
to a decrease of $1.0 million in revenue from secured lines of credit and floorplan financing offered to certain
dealer-partners due to a reduction in the amount of capital invested in these businesses.

Salaries and Wages. Salaries and wages, as a percent of revenue, decreased to 5.2% in 2002 from 7.1%
in 2001 primarily due to a reduction in salaries and wages relating to the Company’s floorplan and line of
credit loan businesses, as well as a reduction in the amount of resources necessary to support the Canadian
operations.

General and Administrative. General and administrative expenses decreased to $800,000 in 2002 from
$1.4 million in 2001 due to a general reduction in the amount of resources necessary to support the Canadian
operations.

Provision for Credit Losses. The provision for credit losses increased to $2.6 million in 2002 from
$1.8 million in 2001. The provision for credit losses consists of four components: (i) a provision for earned but
unpaid revenue on Loans which were transferred to non-accrual status during the period, (ii) a provision to
reflect losses inherent in the Company’s Loan portfolio, (iii) a provision for losses on secured line of credit
loans, and (iv) a provision for floorplan loan losses. The increase in the provision for credit losses in 2002 was
primarily due to an increase of $800,000 in the provision for floorplan and secured line of credit loan losses in
2002.

Provision for Income Taxes. The effective tax rate increased to 46.5% in 2002 from 36.5% in 2001. The
increase in the effective rate was due to losses reported in the floorplan business in 2002. This business is based
in the United States, and has a lower effective tax rate than the Canadian automobile Loan business. As a
result, the tax benefit from losses incurred in these businesses does not fully offset taxes relating to profits
earned in the Canadian operation, thereby increasing the effective tax rate for the business segment.
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Average Capital Analysis

The following presentation of financial results and subsequent analysis is based on analyzing the income
statement as-a percent of capital invested. This information provides an additional perspective on the financial
performance of the Company in addition to the presentation of the Company’s results as a percent of revenue.
The Company believes this information provides a useful measurement of how effectively the Company is
utilizing its capital.

Consolidaied
Year Ended % of Year Ended % of Year Ended % of
December 31, Average December 31, Average December 31, Average
2003 Capital(1) 2002 Capital (1) 2001 Capital (1)
(Dollars in thousands)

Revenue:
Finance charges ................... $103,125 23.2% $ 97,744 20.8% $ 90,169 19.4%
Ancillary product income ........... 19,397 4.4 16,437 3.5 12,891 2.8
Lease revenue ..................... 6,432 1.5 16,101 34 21,853 4.7
Premiums earhed .................. 2,986 0.7 4,512 1.0 6,572 1.4
Otherincome ..................... 13,848 3.1 19,540 4.2 15,844 3.4

Total revenue ................... 145,788 329 154,334 32. 147,329 31.7
Costs and expenses:
Salaries and wages ................. 33,655 7.6 29,042 6.3 27,170 5.8
General and administrative .......... 20,034 4.5 24,551 5.2 20,925 4.5
United Kingdom asset impairment

EXPEMSE .o vveee e 10,493 24 — — — —
Provision for credit losses ........... 10,459 2.4 23935 5.1 14,034 3.0
Sales and marketing . ............... 8,494 1.9 7,623 1.6 7,685 1.7
Interest. .......oviii i 8,057 1.8 9,058 1.9 14,688 3.2
Depreciation of leased assets......... 4,210 1.0 9,669 2.1 12,485 2.7
Stock-based compensation expense . .. 3,583 0.8 2,072 0.4 1,755 0.4
Provision for insurance and service

contract claims . ................. 546 0.1 1,861 0.4 1,544 0.3

Total costs and expenses .. ........ 99,531 22.5 107,811 23.0 100,286 21.6
Operating income . ................. 46,257 10.4 46,523 9.9 47,043 10.1
Foreign exchange loss .............. (2,767) (0.6) — — (42) —
Income before provision for income

BAKES vttt 43,490 9.8 46,523 9.9 47,001 10.1
Provision for income taxes........... 15,309 34 18,158 39 18,586 4.0
Netincome .. ............... ...... $ 28,181 _6.4% $ 28,365 6.0% $ 28,415 6.1
Average capital(1) ................. $443,150 $469,423 $465,224

(1) Average capital is equal to the average amount of debt and equity during the period, each calculated in
accordance with generally accepted accounting principles in the United States of America (“GAAP”).

The calculation of average capital follows:
For the Years Ended December 31,

2003 2002 2001
(Dollars in thousands)
Average debt . ... $103,772  $161,528  $192,517
Average shareholders’ equity ...... ... ... L 339,378 307,895 272,707
Average capital .. ... e $443,150  $469,423  $465,224




Return on Capital Analysis

The return on capital is equal to net operating profit after-tax (net income plus interest expense after-tax)

divided by average capital as follows: For the Years Ended December 31,

2003 2002 2001
(Dollars in thousands)
Net INCOME . ..ottt e e $ 28,181 $ 28,365 § 28,415
Interest expense after-tax........ ... . ooviiiiii .., 5,237 5,920 9,657
Net operating profit after-tax............................ $ 33418 $ 34285 $ 38,072
Average capital ... .. $443,150 $469,423  $465,224
Return on capital ........ .. ... ... . . ... 7.5% 7.3% 8.2%

Year Ended December 31, 2003 Compared to Year Ended December 31, 2002

The Company’s return on capital increased to 7.5% for the year ended December 31, 2003 from 7.3% for
the same period in 2002. The increase in return on capital was primarily due to an increase in return on capital in
the United States and an increase in average total capital invested in the United States to $379.2 million in 2003
from $350.3 million in 2002, partially offset by a reduction in the return on capital in the United Kingdom.

The increase in the return on capital in the United States was due to: (1) an increase in finance charges as
a percent of average capital due to a reduction in the average advance as a percent of the gross Loan amount,
(ii) a decrease in the provision for credit losses as a percent of average capital due to higher 2002 losses as a
result of a difficult conversion to a new collection system, (iii) an increase in ancillary product income as a
percent of average capital due to Loan originations increasing at a faster rate than average capital, and (iv) a
decrease in the provision for income taxes as a percent of average capital due to two tax-related adjustments in
2002. Partially offsetting these items that positively impacted return of capital were: (i) a decrease in other
income as a percent of average capital due to interest income received from the Internal Revenue Service in
2002 in connection with a change in tax accounting methods that affected the characterization and timing of
revenue recognition for tax purposes, (ii) an increase in salaries and wages as a percent of average capital due
to increased spending on employee bonuses, servicing salaries, corporate support functions, and employee
benefits, and (iii) an increase in foreign exchange loss as a percent of average capital due to the Company
recognizing the fair value of forward contracts entered into to manage foreign currency risk associated with the
cash flows anticipated from the exit of the United Kingdom business.

The decrease in the return on capital in the United Kingdom was primarily a result of the $7,238,000
after-tax adjustment for asset impairment and accrued expenses related to the Company’s decision to stop
originating Loans in the United Kingdom effective June 30, 2003. This adjustment decreased the Company’s
reported return on capital by 1.6% for the year ended December 31, 2003.

Year Ended December 31, 2002 Compared to Year Ended December 31, 2001

The Company’s return on capital decreased to 7.3% for the year ended December 31, 2002 from &.2% for
the same period in 2001. The decrease in return on capital was primarily due to a reduction in the return on
capital in the United States, partially offset by an increase in the percent of total capital invested in the United
States to 74.6% in 2002 from 69.2% in 2001. The decrease in the return on capital in the United States was
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primarily a result of an increase in the provision for credit losses. This increase was due to higher 2002 losses
as a result of a difficult conversion to a new collection system.

Economic Profit

The Company defines economic profit as net operating profit after-tax less an imputed cost of equity.
Economic profit measures how efficiently the Company utilizes its total capital, both debt and equity. To
consider the cost of both debt and equity, the Company’s calculation of economic profit deducts from net income
as determined under GAAP a cost of equity equal to 10% of average equity, which approximates the S&P 500’s
rate of return isince 1965. Management uses economic profit to assess the Company’s performance as well as to
make capital allocation decisions. Management believes this information is important to shareholders because it
allows shareholders to compare the returns earned by the Company investing capital in its core business with the
return they could expect if the Company returned capital to shareholders and they invested in other securities.
The Company generated an economic loss of ($5,757,000), or ($0.13) per diluted share, for the year ended
December 31, 2003 compared to an economic loss of ($2,425,000), or ($0.06) per diluted share for the same
period in 2002 and an economic profit of $1,144,000, or $0.03 per diluted share, for the same period in 2001.

The following table presents the calculation of the Company’s economic profit (loss) for the periods

indicated (dollars in thousands, except per share data): )
For the Years Ended December 31,

2003 2002 2001
Economic profit (loss)

Netincome(l) .. .o $ 28,181 $ 28,365 § 28415
Imputed cost of equity at 10%(2) ................ (33,938) (30,790) (27,271)
Total economic profit (loss) ................... § (5757) §  (2425) § 1,144
Diluted weighted average shares outstanding . ... ... 43,409,007 43,362,741 43,150,804
Economic profit (loss) per share(3) .............. $ (0.13) % (0.06) $ 0.03

(1) Consolidated net income from the Consolidated Statement of Income. See “Item 8. Financial
Statements and Supplementary Data”.

(2) Cost of equity is equal to 10% {on an annual basis) of total average shareholders’ equity, which was
$339,378,000, $307,895,000 and $272,707,000 for years ended December 31, 2003, 2002, and 2001,
respectively, calculated as described in the Average Capital Analysis.

(3) Economic profit (loss) per share equals the economic profit (loss) divided by the weighted average
number of shares outstanding.

Critical Accounting Policies and Loss Experience

The Company’s consolidated financial statements are prepared in accordance with accounting principles
generally accepted in the United States. The preparation of these financial statements requires the Company
to make estimates and judgments that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues
and expenses. during the reporting period. On an on-going basis, the Company évaluates its estimates,
including those related to the allowance for credit losses, finance charge revenue, stock~based compensation
expense, impairment of various assets, contingencies, and taxes.
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The Company believes the following critical accounting policies involve a high degree of judgment and
complexity, and the use of different estimates or assumptions could produce different financial results.

Allowance for Credit Losses
Balance Sheet Caption:
Income Statement Caption:
Nature of Estimates Required:

Assumptions and Approaches Used:

Key Factors:

Finance Charge Revenue
Balance Sheet Caption:
Income Statement Caption:

Nature of Estimates Required:

Assumptions and Approaches Used:

Allowance for credit losses
Provision for credit losses
Estimating losses inherent in the Company’s Loan portfolio.

The Company maintains an allowance for credit losses at a level it
considers to be adequate to absorb probable losses inherent in the
Company’s Loan portfolio. The Company compares the present
value of estimated future collections for each dealer-partner’s Loan
porifolio to the Company’s net investment in that portfolio to
record losses. The estimate of future collections uses various
assumptions based on a dealer-partner’s actual loss data on a static
pool basis and the Company’s historical loss and collection experi-
ence. Forecasted collections are discounted to present value using a
rate equal to the rate of return expected at the origination of the
Loan. The allowance also includes estimates of the amount of
earned but unpaid finance charge revenue on non-accrual Loans.
The Company estimates the amount of finance charge revenue
earned not paid at the time the Loan moves to non-accrual status
based on the Loan’s month of origination. For additional informa-
tion, see Note 1 to the consolidated financial statements, which i$
incorporated herein by reference.

Variances in the amount and timing of future collections from
current estimates and the amount of earned but unpaid revenue on
non-accrual Loans would impact earnings in future periods.

Loans receivable, net
Finance charges

Estimating revenue recognition using the interest rate method of
accounting.

The Company calculates finance charge income based on a pooling
methodology that converts cash basis collections to accrual basis
earned finance charge income. The Company does not apply the
interest rate method of accounting at the individual installment
contract level.
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Key Factors:

Stock-Based Compensation Expense
Balance Sheet Caption:
Income Statement Caption:

Nature of Estimates Required:

Assumptions and Approaches Used:

Key Factors:

Impairment of Assets
Balance Sheet Caption:
Income Statement Caption:

Nature of Estimates Required:

Assumptions and Approaches Used:

Applying the interest rate method of accounting at the individual
contract level may impact earnings in future periods.

Paid-in capital
Stock-based compensation expense

Compensation expense for stock options is based on this fair value
of the options on the date of grant, which is estimated by the
Company, and is recognized over the vesting period of the options.

The Company uses the Black-Scholes option pricing model to
estimate the fair value of stock option grants. This model calculates
the fair value using various assumptions, including the expected life
of the option, the expected volatility of the underlying stock, and
the expected dividend yield on the underlying stock. In recognizing
stock-based compensation expense, the Company makes assump-
tions regarding the expected forfeiture rate of stock options and the
expected vesting date of performance-based options. For additional
information, see Notes 1 and 11 to the consolidated financial
statements, which are incorporated herein by reference.

Factors impacting future stock-based compensation expense would
be a change in forfeiture rate and a change in the expected vesting
date of performance-based stock options versus assumptions cur-
rently employed.

Various assets
Impairment expense

Estimating impairment for businesses in liquidation on a quarterly
basis.

The Company estimates impairment for each business in liquida-
tion by comparing its future forecasted net cash flows to its net
asset value. In estimating the future net cash flows of the business,
the Company makes assumptions regarding the amount and timing
of cash flows. For additional information, see Note 1 to the
consolidated financial statements, which is incorporated herein by
reference.
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Key Factors:

Litigation and Contingent Liabilities
Balance Sheet Caption:
Income Statement Caption:

Nature of Estimates Required:

Assumptions and Approaches Used:

Key Factors:

Taxes
Balance Sheet Caption:
Income Statement Caption:

Nature of Estimates Required:

Assumptions and Approaches Used:

Key Factors:

Negative variances in future forecasted net cash flows from current
estimates may result in the recognition of impairment expenses in
future periods.

Accrued liabilities
General and administrative expense

Estimating the likelihood of adverse legal judgments and any
resulting damages owed.

The Company, with assistance from its legal counsel, determines if
the likelihood of an adverse judgment for various claims and
litigation is remote, reasonably possible, or probable. To the extent
the Company believes an adverse judgment is probable and the
amount of the judgment is estimable, the Company recognizes a
liability. For information regarding the potential various customer
claims against the Company, see Note 13 to the consolidated
financial statements, which is incorporated herein by reference.

Negative variances in the ultimate disposition of claims and
litigation outstanding from current estimates could result in addi-
tional expense in future periods.

Deferred income taxes, net
Provision for income taxes
Estimating the recoverability of deferred tax assets.

The Company, based on historical and projected future financial
results by tax jurisdiction, determines if it is more likely than not a
deferred tax asset will be realized. To the extent the Company
believes the recovery of all or a portion of a deferred tax asset is not
likely, a valuation allowance is established. For additional informa-
tion, see Note 10 to the consolidated financial statements, which is
incorporated herein by reference.

Changes in tax laws and variances in projected future results from
current estimates that impact judgments made on valuation
allowances could impact the Company’s provision for income taxes
in future periods.
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Loss Experience

The following sets forth the components of the provision for credit losses, charge-offs related to the
Company’s Loan portfolio, and the allowance for credit losses as a percentage of gross Loans receivable:
For the Years Ended Decembet 31,
2003 2002 2001
(Dollars in Thousands)

Provision for credit losses:

Loans receivable .. ... .o $ 7,657 $ 15443 $ 5,789
Leéased vehicles . ....... e e e 1,703 5,251 6,126
OtheT . . 1,099 3,241 2,119

Total provision for credit losses..............c........ $ 10459 8§ 23935 § 14,034

Net charge-offs related to the Company’s Loan portfolio
absorbed through:

Dealer-holdbacks. . ... v $197,106  $149,616  $109,675
Unearnied finance charges ....... B 38,515 34,399 26,468
Allowance for credit losses* ......................... . 11,576 8,800 3,211

Total net charge-offs. .. ........... .. ... ... $247,197  $192,815  $139,354

* Amounts include charge-offs for both Loans and advances in all years presented.

The allowance for credit losses as a percentage of gross Loans receivable was 1.7%, 2.3%, and 1.5% at
December 31, 2003, 2002, and 2001, respectively.

Effective July 1, 2003, the Company prospectively eliminated its charge-off policy related to dealer
advances and modified its Loans receivable charge-off policy to require charge-off of Loans receivable after
270 days of no payment against dealer holdbacks, net and, if such holdback is insufficient, against the
allowance for credit losses. For the first six months of 2003, advances were charged-off when the Company’s
analysis forecasted no future collections on Loans relating to the dealer-partner advance pool. Prior o
January 1, 2003, advances were charged-off or partially charged-off when the Company’s analysis detetmined
that the expected discounted cash flows associated with the related Loans were insufficient to recover the
outstanding advance balance in the pool. As a result, the charge-offs for the year ended December 31, 2003
are presented on a different basis than the other years presented and, as a result, are not comparable.

Liquidity and Capital Resources

The Comipany’s primary sources of capital are cash flows from operating activities, collections oit Loans
receivable and borrowings under the Company’s lines of credit and secured financings. The Company’s
principal needifor capital is to fund ¢ash advances made to dealer-partners in cofinection with the acceptance
of Loans and for the payment of dealer holdbacks to dealer-partners who have fepaid their advance balances.
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The Company’s cash flow requirements are dependent on levels of Loan originations. In 2003, the
Company experienced an increase in Loan originations over 2002 primarily due to: (i) an increase in the
number of active dealer-partners due to increased dealer-partner enrollments and reduced levels of dealer-
partner attrition, (ii) a continued increase in the number of Loans per active dealer-partner, and (iii) an
increase in the average Loan size.

The Company currently finances its operations through: (i) a bank line of credit facility; (ii) term
secured financings; (iii) revolving secured financings; (iv) a mortgage loan; and (v) capital lease obligations.
For information regarding these financings and the covenants included in the related documents, see Note 7 to
the consolidated financial statements, which is incorporated herein by reference. The Company is currently in
compliance with these covenants.

The Company’s total balance sheet indebtedness decreased to $106.5 million at December 31, 2003 from
$109.8 million at December 31, 2002. In addition to the balance sheet indebtedness as of December 31, 2003,
the Company also has contractual obligations resulting in future minimum payments under operating leases.

A summary of the total future contractual obligations requiring repayments is as follows {in thousands):

Period of Repayment

Contractual Obligations < 1 year 1-3 Years 3-5 Years > S Years Total
Long-term debt obligations .......... $105418 § — $ — $— $105,418
Capital lease obligations ............ 695 354 — — 1,049
Operating lease obligations .......... 270 484 181 — 933
Purchase obligations(1) ............. 331 1,188 99 — 1,618
Other long-term obligations(2) (3). ... — — — — -
Total contractual obligations . . .. ... $106,714  $2,026 $280 $— $109,020

(1) Purchase obligations consist of a commitment the Company entered into in December 2003 for a 49
month capital lease obligation for computer equipment commencing in March 2004.

(2) The Company has dealer holdback liabilities on its balance sheet; however, as payments of dealer
holdbacks are contingent upon the receipt of customer payments on Loans receivable and the
repayment of dealer advances, these obligations are excluded from the above table.

(3) The Company has entered into a series of forward contracts to deliver British pound sterling in
exchange for United States dollars. As the forward contracts are derivatives that are recorded on the
balance sheet at their fair value and as this fair value does not represent the amounts that will
ultimately be received or paid under these contracts, these obligations are excluded from the above
table.

Liquidation of Non-Core Businesses — As a result of the decision in the second quarter to stop Loan
originations in the United Kingdom and Canada and the decision to stop leas¢ originations in January 2002,
the Company expects to receive approximately $37.9 million from the liquidation of its United Kingdom,
Canadian, and Automobile Leasing businesses. The expected liquidation proceeds have been determined
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based on the. Company’s forecast of cash inflows and outflows during the estimated remaining years of
operation for gach business. Detail of expected future net liquidation proceeds follows:

As of December 31, 2003
(Dollars in thousands)

United Kingdom . ... ... $31,000
Canada .. .. 4,400
Automobile Leasing . ... o 2,500

$37,900

The Company intends to utilize proceeds from businesses being liquidated to: (i) fund dealer-partner
advances on loans originated in the United States and (ii) fund share repurchases. During 2003, the Company
received $37.0 million in liquidation proceeds.

Repurchase and Retirement of Common Stock — For information regarding the Company’s stock
repurchase program, see Note 11 to the consolidated financial statements, which is incorporated herein by
reference.

Based upon anticipated cash flows, management believes that cash flows from operations and its various
financing alternatives will provide sufficient financing for debt maturities and for future operations. The
Company’s ability to borrow funds may be impacted by many econemic and financial market conditions. If the
various financing alternatives were to become limited or unavailable to the Company, the Company’s
operations could be materially and adversely affected.

Market Risk

The following discussion contains forward-looking statements. Actual results may differ materially from
results implied by these statements due to changes in the Company’s product and debt mix and developments
in the financial markets. The impact of such factors on the Company’s business, results of operations, and the
financial markets in general, cannot be predicted.

The Company is exposed primarily to market risks associated with movements in interest rates and
foreign currency exchange rates. The Company’s policies and procedures prohibit the use of financial
instruments for trading purposes.

A discussion of the Company’s accounting policies for derivative instruments is included in the Summary
of Significant' Accounting Policies in the notes to the consolidated financial statements.

Interest Rate Risk. The Company relies on various sources of financing to assist in funding its
operations, some of which is at floating rates of interest and exposes the Company to risks associated with
increases in interest rates. While the Company had no floating rate debt outstanding on its bank credit
facilities or under its secured financings at December 31, 2003, the Company renews its debt at interest rates
prevailing in the market at such time. The Company manages its risk associated with increases in interest rates
by entering into interest rate cap agreements on certain portions of its floating rate debt.
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Foreign Currency Risk. The Company is exposed to changes in foreign exchange rates that could have a
negative impact on earnings or asset and liability values from operations in foreign countries. The Company’s
most significant foreign currency exposure relates to the United Kingdom.

In the third quarter of 2003, the Company entered into a series of forward contracts with a commercial
bank to manage foreign currency exchange risk associated with the cash flows anticipated from the exit of the
United Kingdom operation. As of December 31, 2003, the Company had contracts outstanding to deliver
16.9 million British pounds sterling to the commercial bank which will be exchanged into United States
dollars at a weighted average exchange rate of 1.59 United States dollars per British pound sterling on a
monthly basis through June 30, 2005. The Company believes that this transaction will minimize the currency
exchange risk associated with an adverse change in the relationship between the United States dollar and the
British pound sterling as it repatriates cash from the United Kingdom operation. As the Company has not
designated these contracts as hedges as defined under SFAS No. 133, “Accounting for Derivative Instruments
and Hedging Activities”, as amended by SFAS No. 138 and SFAS No. 149, changes in the fair value of these
forward contracts will increase or decrease net income. As of December 31, 2003, the fair value of the forward
contracts was $2,817,000 less than the notional amount of the contracts due to the weakening of the United
States dollar versus the British pound sterling since the date the contracts were entered into. As a result,
during 2003, the Company recognized a foreign currency loss of $2,817,000 related to the change in the fair
value of the forward contracts.

At December 31, 2003, an immediate 10% weakening of the United States dollar would have increased
shareholders’ equity by approximately $400 thousand and decreased net income by approximately
$1.9 million.

New Accounting Pronouncements

For information regarding new accounting pronouncements and the related impact of adoption to the
Company, see Note 1 to the consolidated financial statements, which is incorporated herein by reference.

Forward-Looking Statements

The Company makes forward-looking statements in this report and may make such statements in future
filings with the Securities and Exchange Commission. It may also make forward-looking statements in its
press releases or other public or shareholder communications. The Company’s forward-looking statements are
subject to risks and uncertainties and include information about its expectations and possible or assumed
future results of operations. When the Company uses any of the words “believes,” “expects,” “anticipates,”
“estimates” or similar expressions, it is making forward-looking statements.
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The Company claims the protection of the safe harbor for forward-looking statements contained in the
Private Securities Litigation Reform Act of 1995 for all of its forward-looking statements. These forward-
looking statements represent the Company’s outlook only as of the date of this report. While the Company
believes that its forward-looking statements are reasonable, actual results could differ materially since the
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statements are based on our current expectations, which are subject to risks and uncertainties. Factors that
might cause such a difference include, but are not limited to, the following:

the Company’s potential inability to accurately forecast and estimate future collections and historical
collection rates,

increased competition from traditional financing sources and from non-traditional lenders,
the unavailability of funding at competitive rates of interest,
the Company’s potential inability to continue to obtain third party financing on favorable terms,

the Company’s potential inability to generate sufficient cash flow to service its debt and fund its future
operations,

adverse changes in applicable laws and regulations,

adverse changes in economic conditions,

adverse changes in the automobile or finance industries or in the non-prime consumer finance market,
the Company’s potential inability to maintain or increase the volume of Loans,

the Company’s potential inability to accurately estimate the residual values of the lease vehicles,

an increase in the amount or severity of litigation against the Company,

the loss of key management personnel, and

the effect of terrorist attacks and potential attacks.

Other factors not currently anticipated by management may also materially and adversely affect the
Company’s results of operations. The Company does not undertake, and expressly disclaims any obligation, to
update or alter its forward-looking statements whether as a result of new information, future events or
otherwise, except as required by applicable law.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

The information called for by Item 7A is incorporated by reference from the information in [tem 7 under
the caption “Market Risk” in this Form 10-K.
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INDEPENDENT AUDITORS’ REPORT
To the Board of Directors and Shareholders
Credit Acceptance Corporation

We have audited the accompanying consolidated balance sheets of Credit Acceptance Corporation and
subsidiaries (the “Company”) as of December 31, 2003 and 2002, and the related consolidated statements of
income, shareholders’ equity and cash flows for each of the three years in the period ended December 31,
2003. These financial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of the Company as of December 31, 2003 and 2002, and the results of their operations and their cash
flows for each of the three years in the period ended December 31, 2003 in conformity with accounting
principles generally accepted in the United States of America.

As discussed in Note 1, during 2003 the Company changed its method of accounting for stock-based
compensation by adopting the fair value method prescribed by Statement of Financial Accounting Standard
(SFAS) No. 123, Accounting for Stock-Based Compensation, as amended by SFAS No. 148, with retroactive
restatement of all prior periods.

DELOITTE & TOUCHE LLP
Detroit, Michigan
February 26, 2004
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Item 8. Financial Statements and Supplementary Data

CONSOLIDATED BALANCE SHEETS

December 31,
2003 2002
{Dollars in thousands)

ASSETS:

Cash and cash eqUIVALENTS. . . ...\t e e $ 36,044 $ 13,466
Investments — held to maturity .. ... ... . — 173
L0ans TeCEIVADIE . . . o 872,970 770,069
Allowance for credit 10SSES .. .. oot (17,615)  (20,991)

Loans receivable, met . ... . 855,355 749,078
Investment in operating leases, NET . ... ...ttt e e 4,447 17,879
Floorplan receivables, Net ... ... .ot e e 2,449 4,450
Notes receivable, net (including $1,583 and $1,513 from affiliates in 2003 and 2002,

TESPECHIVElY ) . o 2,090 3,899
Lines of credit, et . ... .. 2,023 3,655
Property and eqUIpMENt, MEt. ... ... o 18,503 19,951
Income taxes BeCeivable. ... it e 5,795 —
L0 71 113 1T ¢ 17,074 14,280

Tota] At o ottt e $943,780  $826,331
LIABILITIES AND SHAREHOLDERS’ EQUITY
Liabilities:

Lines of credit . ... o e $ — $ 43,555

Secured fiNANCING . . ..o\ttt e e 100,000 58,153

MOTTZAZE NOE. . . oottt ettt e 5418 6,195

Capital lease obligations ... ...... .. i e 1,049 1,938

Accounts pdyable and accrued liabilities . . ... ... .. o i o 33,117 28,341

Dealer holdbacks, met .. ... . 423,861 347,040

Deferred INCOmMeE taXeS, MET . o\ oottt et e e e e e 22,770 10,058

Income taxes payable. ... ... it — 6,094

Total Liabilities ... ...t 586,215 501,374
Contingencies: (Note 13)
Shareholders’ Equity:
Preferred stock, $.01 par value, 1,000,000 shares authorized, none issued ................. — —
Common stock, $.01 par value, 80,000,000 shares authorized, 42,128,087 and 42,325,615
shares issued and outstanding in 2003 and 2002, respectively.................. .. .. .... 421 423

Paid-in capital. ... ..o e e 125,078 124,772

Retained earnings . ... ..o i i e e 227,039 198,858

Accumulated other comprehensive income — cumulative translation adjustment ........... 5,027 1,404

Total Shareholders’ Equity . ... ... 357,565 325,457
Total Liabilities and Shareholders” Equity ...... ... ... o i $943,780  $826,831

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF INCOME

For the Years Ended December 31,

See accompanying notes to consolidated financial statements.
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2003 2002 2001
(Dollars in thousands, except for per share data)
Revenue:
Finance charges ......... ... ... i $ 103,125 § 97,744 § 90,169
Ancillary product income ......... . . 19,397 16,437 12,891
Lease revenue . . ... ..ot e 6,432 16,101 21,853
Premiums earned .. ...... ... ... . ... .. . ... 2,986 4,512 6,572
Other INCOME . . .ot 13,848 19,540 15,844
Total revenue . ... ... ... .. 145,788 154,334 147,329
Costs and expenses:
Salaries and wages........... ... ... . i 33,655 29,042 27,170
General and administrative .. ... . . 20,034 24,551 20,925
United Kingdom asset impairment expense .............. 10,493 — —
Provision for credit losses . ... i i i e 10,459 23,935 14,034
Sales and marketing ......... ... . ... . . 8,494 7,623 7,685
Interest ... . . e 8,057 9,058 14,688
Depreciation of leased assets .......................... 4,210 9,669 12,485
Stock-based compensation .......... ... . oL 3,583 2,072 1,755
Provision for insurance and service contract claims........ 546 1,861 1,544
Total costs and expenses . ...........cvviiiiiniann... 99,531 107,811 100,286
Operating inCoMEe . . ... ottt e 46,257 46,523 47,043
Foreign exchange loss ............. .. ... ... ... (2,767) — (42)
Income before provision for income taxes.................. 43,490 46,523 47,001
Provision for income taxes ................ ... 15,309 18,158 18,586
Net INCOME . .o e e $ 28,181 § 28,365 § 28,415
Net income per common share:
Basic . ... $ 0.67 0.67 $ 0.67
Diluted . ... . $ 0.65 065 $ 0.66
Weighted average shares outstanding:
Basic ... 42,195,340 42,438,292 42,140,961
Diluted ... . 43,409,007 43,362,741 43,150,804



CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

Balance, January 1, 2001 .............
Comprehensive income:
Netincome ...
Other comprehensive loss:
Foreign cutrency translation
adjustment. .. ................
Tax on other comprehensive loss . .

Other comprehensive loss ........
Total comprehensive income. .. ... ..

Stock compensation ...............

Repurchase and retirement of
common stock. ......... ...

Stock options exercised ............

Balance, December 31, 2001..........
Comprehensive iincome:
Netincome ......................
Other comprehensive income:
Foreign currency translation
adjustment. . .................
Tax on other comprehensive
INCOME . ..o

Other comprehensive income ... ....
Total comprehensive income..........

Stock compensation ...............

Repurchase and retirement of
common stock. .......... ...

Stock options exercised ............

Balance, December 31, 2002..........
Comprehensive. income:
Netincome .................oocn.
Other comprehensive income:
Foreign currency translation
adjustment...................
Tax on other comprehensive
INCOME & vt i e e e

Other comprehensive income ... ..
Total comprehensive income. .......
Stock compensation ...............
Repurchase and retirement of

common stock. ... ... ... L
Stock options exercised ............

Balance, December 31, 2003..........

See accompanying notes to consolidated financial statements.

Accumulated
Total Other
Shareholders’  Comprehensive Common Stock Paid-In Retained  Comprehensive
Equity Income (Loss) Number  Amount Capital Earnings  Income (Loss)
(In thousands)
$264,464 42,479 $425 $126,339  $142,078 $(4,378)
28,415 $28,415 28,415
(1,761) (1,761) (1,761)
616
(1,145)
$27,270
1,755 1,755
(3,265) (576) (6) (3,259)
1,279 260 3 ,
290,887 42,163 422 126,111 170,493 (6,139)
28,365 $28,365 28,365
7,543 7,543 7,543
(2,640)
4,903
$33,268
2,072 2,0M2
(7,018) (586) (6) (7,012)
3,608 749 7 3,601
325,457 42,326 423 124,772 198,858 1,404
28,181 $28,181 28,181
3,623 3,623 3,623
(1,268)
2,355
$30,536
3,583 3,583
(5,316) (464) (5) (5,311)
2,037 266 3 2,034
$357,565 42,128 $421 $125,078  $227,039 $ 5,027
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CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Years Ended December 31,

2003 2002 2001
(Dollars in thousands)
Cash Flows From Operating Activities:
Net INCOME . .o $ 28,181 § 28365 § 28415
Adjustments to reconcile cash provided by operating activities:
l%rovision FOr Credit 10SSES .« . v\ o e 10,459 23,935 14,034
DEPreciation ... ...t e 4,469 4,718 4,652
Depreciation of leased assets. . ........ .ot 4,210 9,669 12,485
(Gain on securitization clean-up ........ ... .. i e — — (1,082)
Loss on retirement of property and equipment ............ .. o oo 73 1,417 —
Foreign currency loss on forward contracts . ... ... ..o i 2,817 — —
Provision (credit) for deferred income taxes............. i 12,712 1,838 (276)
Stock-based COMPENSAtION . . . ...\ v it ettt e e e 3,583 2,072 1,755
United Kingdom asset impairment ... ..........o it 10,493 — —
Change in operating assets and liabilities:
Accounts payable and accrued liabilities ... ... .. .. ... 1,081 (11,106) 11,607
Income taxes payable . .. ... .. e 6,094 996 5,098
Income axes TeCeivable . L L. i e 5,795 — 351
Lease payment receivable ... ... . e 619 %1,031 (348%
Unearned insurance premiums, insurance reserves and fees ........... ... ... .. (837) 2,850 (1,044
Deferred dealer enrollment fees, NEt .. ... i s 878 140 767
(01 11T - 113 € AUt (2,794) 282 (5,438)
Net cash provided by operating activities ......... ... ... ... v i 64,055 58,445 70,976
Cash Flows From Investing Activities:
Proceeds from maturities of investments — held to maturity ........... ... ... ... 173 — —
Principal collected on loans receivable . ... . ... 348,932 339,371 316,646
Advances t0 dealers . ... ot e e (354,057 (275,773 (370,973
Payments of dealer holdbacks . . ... . .. . o i (28,954 (32,890 (29,550
Accelerated payments of dealer holdbacks ............. ..o oo (12,690 (9,839 (6,114
Operating lease acquisSItions. . . ......o vt — 2874 (25,816
Deferred costs from lease acquISItions . ... ... — 201 (3,371
Operating lease liquidations. .. ... ... o i 6,900 12,081 11,071
Decreases in floorplan receivables. .......... ..o 1,596 1,940 1,381
Decreases (increase) in lines of credit. .. ... ... . i 969 (273; (4,783
Increase in notes receivable — affiliates . .. ... .. . . .. e (70) (5 572
Decrease (increase) in notes receivable — non-affiliates................. .. ... .. ... 1,848 706 667
Purchases of property and equipment ....... ...t (3,062) (4,191) (5,880
Net cash provided by (used in) investing activities . ............. ... ... . oot (38,415) 30,052 (118,628)
Cash Flows From Financing Activities:
Net repayments under lines of credit.......... ... . .. o o (43,555) (29,660) (14,881)
Proceeds from secured financings ............ . e 100,000 103,551 264,423
Repayments of secured ﬁnanc_in%s ................................................ (58,153 (167,794 (187,066)
Principal payments under capital lease obligations..............c.o.oo oo 921 311 —
Repayment of senior notes and mMortgage note . .........ooviiiiirenreir oo ns 777 723 (16,6203
Repurchase of common stock . ... ... (5,316 (7,018 (3,265
Proceeds from stock options exercised . . ... .. e 2,037 3,608 1,279
Net cash provided by (used in) financing activities................... ... . ... ... (6,685) (98,347) 43,870
Effect of exchange rate changesoncash ... ...... ... .. . i 3,623 7,543 (1,761)
Net increase (decrease) in cash and cash equivalents ................. ... ... 22,578 (2,307) (5,543)
Cash and cash equivalents, beginning of period . ...... ... .. ... ... 13,466 15,773 21,316
Cash and cash equivalents, end of period . ....... ... ... $ 36,044 § 13466 S 15773
Supplemental Disclosure of Cash Flow Information:
ash paid during the period for interest ............ ... o i i e $ 7969 § 7,729 15,600
Cash paid during the period for income taxes. ........... .. ... i $ 16,081 $ 16,509 12,179
Sugplemental Disclosure of Non-Cash Transactions:
roperty and equipment acquired through capital lease obligations . ..................... $ 32 0% 2249 8 —

See accompanying notes to consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(1) Summary of Significant Accounting Policies
Description of Business

Principal Business. Since 1972, Credit Acceptance (the “Company” or “Credit Acceptance”) has
provided auto loans to consumers, regardless of their credit history. The Company’s product is offered through
a nationwide metwork of automobile dealers who benefit by selling vehicles to consumers who otherwise could
not obtain financing, by repeat and referral sales generated by these same customers, and from sales to
customers responding to advertisements for the Company’s product, but who actually end up qualifying for
traditional financing.

Without the Company’s product, consumers are often unable to purchase a vehicle or they purchase an
unreliable one and are not provided the opportunity to improve their credit standing. As the Company reports
to the three national credit reporting agencies, a significant number of its customers improve their lives by
improving their credit score and move on to more traditional sources of financing.

The Company refers to participating dealers who share its commitment to changing customers’ lives as
“dealer-partners”. Upon enrollment in the Company’s financing program, the dealer-partner enters into a
servicing agreement with Credit Acceptance that defines the legal relationship between Credit Acceptance
and the dealer-partner. The servicing agreement assigns the responsibilities for administering, servicing, and
collecting the amounts due on retail installment contracts (referred to as “Loans”) from the dealer-partness to
the Company.

Upon acceptance of an assigned Loan, the Company records the total payments due under the Loan as a
Loan receivable and the amount of its servicing fee as an unearned finance charge which, for balance sheet
purposes, is netted from the gross amount of the Loan and represents the interest element on the Loan from
the Company’s perspective. The Company records the remaining portion of the Loan (the gross amount of the
Loan less the unearned finance charge) as a dealer holdback. At the time of acceptance, Loans that meet
certain criteria are eligible for a cash advance, which is computed on a formula basis.

As advances are originated, they are automatically assigned to the originating dealer-partner’s open pool
of advances. Periodically, pools are closed and subsequent advances are assigned to a new pool. All advances
due from a dealer-partner are secured by the future collections on the dealer-partner’s portfolio of Loans.
Collections on all related Loans within the pool, after payment of the Company’s servicing fee and
reimbursement of certain collection costs, are applied to reduce the aggregate advance balance owing against
those Loans. Once the advance balance has been repaid, the dealer-partner is entitled to receive future
collections from Loans within that pool, after payment of the Company’s servicing fee and reimbursement of
certain collection costs. If the collections on Loans from a dealer-partner’s pool are not sufficient to repay the
advance balance, the dealer-partner will not receive the dealer holdback. Loans accepted by the Company are
secured by liens on the financed vehicles. The Company’s acceptance of Loans is generally without recourse to
the general assets of the dealer-partner. Dealer-partner advances are netted against dealer holdbacks in the
accompanying consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

(1) Summary of Significant Accounting Policies — (Continued)

Businesses in Liquidation. Pursuant to Statement of Financial Accounting Standards (“SFAS”)
No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets”, an impairment analysis is
performed on the net asset value of the United Kingdom, Canadian, and Automobile Leasing operations on a
quarterly basis. This analysis compares the undiscounted forecasted future net cash flows (including future
servicing expenses and any payments due to dealer-partners under servicing agreements) of each operation to
the operation’s net asset value at the balance sheet date. If this analysis indicates impairment (i.e. the net
asset value exceeds the undiscounted forecasted future net cash flows), the Company is required to write down
the value of the asset to the present value of the forecasted net cash flows. While the impairment analysis for
operations that are being liquidated reduces the future cash flows by the amount of servicing expenses (under
SFAS No. 144), the impairment analysis for Loan portfolios relating to continuing operations does not (under
SFAS No. 114).

Effective June 30, 2003, the Company decided to stop originating Loans in the United Kingdom. In
analyzing the expected cash flows from this operation, the Company assumed lower collection rates than
assumed before the decision to liquidate. These lower collection rates reflect uncertainties (such as potentially
higher employee turnover or reduced morale) in the servicing environment that may arise as a result of the
decision to liquidate. As a result of this analysis, in the second quarter of 2003, the net asset value of the
operation’s Loan portfolio was deemed to be impaired and the Company recorded an after-tax expense of
$6.4 million to reduce the carrying value of its Loan portfolio to the present value (using a discount rate of
13%) of the forecasted cash flows relating to the Loan portfolio less estimated future servicing expenses. Based
upon management’s analysis as of December 31, 2003, no additional reduction of the carrying value of the
United Kingdom Loan portfolio is required.

Effective June 30, 2003, the Company decided to stop originating Loans in Canada. Since Loans
originated in Canada are serviced in the United States, the Company evaluated cash flows related to the
Canadian operation based on the same collection rate assumptions as were used before the decision to
liquidate. Based upon management’s analysis as of December 31, 2003, no reduction of the carrying value of
the Canadian Loan portfolio is required.

In January 2002, the Company decided to stop originating automobile leases. Based upon management’s
analysis as of December 31, 2003, no reduction of the carrying value of the Automobile Leasing’s net assets is
required.

In June 2002, the Financial Accounting Standards Board issued SFAS No. 146, “Accounting for Costs
Associated with Exit or Disposal Activities,” which nullifies Emerging Issues Task Force Issue No. 94-3,
“Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity
(Including Certain Costs Incurred in Restructuring).” SFAS No. 146 requires a liability for a cost associated
with an exit or disposal activity to be recognized and measured initially at its fair value in the period in which
the liability is incurred, rather than at the time of commitment to an exit plan. The Company adopted this
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

(1) Summary of Significant Accounting Policies — (Continued)

standard for exit or disposal activities initiated after December 31, 2002. As a result of the Company’s decision
to exit the United Kingdom business in the second quarter of 2003, the Company recognized: (i) $300,000
after-tax increase in salaries and wages resulting from employee severance expenses and (ii) $100,000 after-
tax reduction in other income due to a refund of profit sharing income on ancillary products to an ancillary
product provider which was based on volume targets no longer attainable due to the decision to stop Loan
originations. As of December 31, 2003, the remaining liability for these expenses was $156,000, which the
Company expects to pay by December 2005. The Company may record an additional liability of up to
$400,000 for payment of future lease obligations under a rental agreement through September 2007 once the
Company stops using the office space in the United Kingdom. The Company expects to stop using the United
Kingdom office space in the fourth quarter of 2005 or first quarter of 2006.

Ancillary Products and Services. Buyers Vehicle Protection Plan, Inc. (“BVPP”) and CAC Reinsur-
ance, Ltd. (“Credit Acceptance Reinsurance”), both wholly-owned subsidiaries of the Company, provide
additional services to participating dealer-partners.

BVPP has a relationship with third party service contract providers that pay BVPP a fee on service
contracts included on Loans financed through participating dealer-partners. BVPP does not bear any risk of
loss for claims covered on these third party service contracts. The income from the non-refundable fee is
recognized upon sale of the service contract. The Company advances to dealer-partners an amount equal to
the purchase price of the vehicle service contract on Loans accepted by the Company that include vehicle
service contracts. In addition, BVPP had its own short-term limited extended service contract product offered
by participating dealer-partners. In connection therewith, BVPP bears the risk of loss for any repairs covered
under the service contract. The Company recognizes income and related expense for this service contract
program on an accelerated basis over the life of the service contract. The Company stopped offering this
product effective November 1, 2003.

Credit Acceptance Reinsurance is engaged primarily in the business of reinsuring credit life and disability
insurance policies issued to borrowers under Loans originated by participating dealer-partners. The Company
advances to dealer-partners an amount equal to the credit life and disability insurance premium on Loans
accepted by the Company which include credit life and disability insurance written by the Company’s
designated insurance carriers. The policies insure the holder of the Loan for the outstanding balance payable
in the event of death or disability of the customer. Premiums are ceded to Credit Acceptance Reinsurance on
both an earned and written basis and are earned over the life of the Loans using pro rata and sum-of-digits
methods. Credit Acceptance Reinsurance bears the risk of loss attendant to claims under the coverage ceded
to 1t.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

(1) Summary of Significant Accounting Policies — (Continued)
Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its wholly-owned
subsidiaries. All significant intercompany transactions have been eliminated.

Reportable Business Segments

The Company is organized into four primary business segments: United States, United Kingdom,
Automobile Leasing, and Other. See Note 12 - Business Segment Information for information regarding the
Company’s reportable segments.

Use of Estimates

The accounting and reporting policies of the Company require management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. The accounts which are subject to significant estimation include the allowance for credit
losses, finance charge revenue, stock-based compensation expense, impairment of various assets, contingen-
cies, and taxes. Actual results could differ from those estimates.

Cash and Cash Equivalents

Cash equivalents consist of readily marketable securities with original maturities at the date of acquisition
of three months or less. Cash and cash equivalents totaling $16.0 million and $9.7 million at December 31,
2003 and 2002, respectively, are restricted pursuant to: (i) the secured financings and (ii) reinsurance
agreements.

Loans Receivable and Allowance for Credit Losses

The Company maintains an allowance for credit losses to cover losses inherent in the Company’s Loan
portfolio. Such losses consist of Loans receivable determined to be uncollectible or with expected future
collections less than the full contractual amount, less any losses absorbed by dealer holdbacks. By definition,
these losses equal the amount by which the advances to dealer-partners plus accrued income (the “net
investment”) exceed the net present value of the related Loans receivable.

To record losses, as required under SFAS No. 114, “Accounting by Creditors for Impairment of a
Loan — an amendment of FASB Statements No. 5 and 157, as amended by SFAS No. 118, “Accounting by
Creditors for Impairment of a Loan — Income Recognition and Disclosures”, the Company utilizes a present
value methodology and compares the present value of estimated future collections for each dealer-partner’s
Loan portfolio to the Company’s net investment in that portfolio. The Company maintains historical loss
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

(1) Summary of Significant Accounting Policies — (Continued)

experience for each dealer-partner on a static pool basis and uses this information to forecast the timing and
amount of the future collections on each dealer-partner’s Loan portfolio. In estimating future collections for
each dealer-partner, the Company considers: (i) a dealer-partner’s actual loss data on a static pool basis and
(ii) the Company’s historical loss and collection experience. The Company’s collection forecast for each
dealer-partner is updated monthly, and considers the most recent static pool data available for each dealer-
partner and the Company’s entire portfolio of Loans. Forecasted collections are discounted to present value
using a rate equal to the rate of return expected at the origination of the Loan. To the extent that the present
value of future collections is less than the Company’s net investment in the portfolio, the Company records an
allowance equal to the difference between the net investment and the present value of the estimated future
collections. Proceeds from one dealer-partner’s portfolio cannot be used to offset losses relating to another
dealer-partner.

Effective July 1, 2003, the Company retroactively eliminated the reserve for advance losses balance,
which was previously classified within dealer holdbacks, net and transferred the balance into the allowance for
credit losses which is classified within Loans receivable, net. In addition, the Company prospectively
eliminated its charge-off policy related to dealer advances and modified its Loans receivable charge-off policy
to require charge-off of Loans receivable after 270 days of no payment against dealer holdbacks, net and, if
such holdback is insufficient, against the allowance for credit losses. In effect, the Company combined its
advance and Loans receivable charge-off policies into a single policy whereby the Loan and related advance
are charged-off at the same time. For the first six months of 2003, advances were charged-off when the
Company’s analysis forecasted no future collections on Loans relating to the dealer-partner advance pool.
Prior to January 1, 2003, advances were charged-off or partially charged-off when the Company’s analysis
determined that the expected discounted cash flows associated with the related Loans were insufficient to
recover the outstanding advance balance in the pool.

In addition, effective July 1, 2003, the Company implemented a revised policy related to collections of
previously charged-off Loans (“recoveries”). Under the new policy, recoveries of Loans charged-off are
credited to the allowance for credit losses to the extent that any prior losses were charged against the
allowance, with the remainder credited to dealer holdbacks. Under the Company’s prior policy, generally 80%
of recoveries were credited to dealer holdbacks and 20% to finance charges.

A significant percentage of charged-off Loans are absorbed by dealer holdbacks and, as a result, do not
result in losses to the Company. The Company’s primary protection against losses relates to appropriately
managing the spread between the collection rate and the amount advanced to dealer-partners at Loan
inception,

The Company’s allowance for credit losses also covers earned but unpaid servicing fees on Loans
receivable in non-accrual status. Servicing fees, which are recorded as finance charges, are recognized under
the interest method of accounting until the earlier of the underlying obligation becoming 90 days past due on a
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

(1) Summary of Significant Accounting Policies — (Continued)

recency basis (no payments received for 90 days) or the repossession and sale of the vehicle securing the
Loan. At such time, the Company suspends the recognition of revenue and records a provision for credit losses
equal to the earned but unpaid revenue. Once a Loan is classified in non-accrual status, it remains in non-
accrual status for the remaining life of the Loan. Revenue on non-accrual Loans is recognized on a cash basis.

Investment in Operating Leases

Leased assets are depreciated to their residual values on a straight-line basis over the scheduled lease
term. The Company established its residual values based upon an industry guidebook and data from
repossessed vehicles sold at auction. Realization of the residual values is dependent on the Company’s future
ability to market the vehicles under then prevailing market conditions.

Floorplan Receivables

Floorplan receivables represent loans to dealer-partners to finance used vehicle inventories and are
secured primarily by the related inventories and any future cash collections owed to the dealer-partner on
outstanding Loans, with additional security provided by the personal guarantee of the dealership’s owner.
Floorplan receivables are reported net of the related allowance for credit losses of $87,000 and $831,000 at
December 31, 2003 and 2002, respectively.

Notes Receivable

Notes receivable are primarily working capital loans that are generally due on demand and are secured
primarily by any future cash collections owed to the dealer-partner on outstanding Loans. Notes receivable are
reported net of the related allowance for credit losses of $7,000 and $220,000 at December 31, 2003 and 2002,
respectively.

Lines of Credit

Secured lines of credit represent loans to dealers not participating in the Company’s core program and are
secured primarily by loans originated and serviced by the dealer with additional security provided by the
personal guarantee of the dealership’s owner. Secured lines of credit are reported net of the related allowance
for credit losses of $12,000 and $210,000 at December 31, 2003 and 2002, respectively.

Property and Equipment

Additions to property and equipment are recorded at cost. Depreciation is provided on a straight-line
basis over the estimated useful lives of the assets. Estimated useful lives are generally as follows: buildings and
building improvements — 10 years, data processing equipment and software — 5 years, office furniture and
equipment — 7 years, and leasehold improvements — the lesser of the lease term or 7 years. The cost of assets
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(1) Summary of Significant Accounting Policies — (Continued)

sold or retired and the related accumulated depreciation are removed from the accounts at the time of
disposition and any resulting gain or loss is included in operations. Maintenance, repairs and minor
replacements .are charged to operations as incurred;, major replacements and betterments are capitalized.
Software development costs are capitalized and generally amortized on a straight-line basis. The Company
evaluates long-lived assets for impairment whenever events or changes in circumstances indicate that the
carrying amount of an asset may not be recoverable.

Other Assets

Repossessed collateral, which is included in other assets on the balance sheets, is valued at the lower of
the carrying amount of the receivable or estimated fair value, less estimated costs of disposition. As of
December 31, 2003 and 2002, repossessed assets totaled approximately $8.4 million and $8.6 million,
respectively.

Dealer Holdbacks

As part of the dealer-partner servicing agreement, the Company records the gross amount of the Loan
less the uneamned finance charges as dealer holdbacks. Loans originated by and advances to each dealer-
partner are automatically assigned to that dealer-partner’s open pool of Loans. Periodically, pools are closed
and subsequent Loans and advances are assigned to a new pool. Collections on the Loans within each pool,
after payment of the Company’s servicing fee and reimbursement of certain collection costs, are applied to
reduce the aggregate advance balance owing against those Loans. Once the advance balance has been repaid,
the dealer-partner is entitled to receive collections from the Loans within that pool.

All advances from a dealer-partner are secured by all of the future collections on Loans originated by that
dealer-partner. For balance sheet purposes, dealer holdbacks are shown net of the current advance balance.
Income Taxes
Deferred income taxes are provided for all temporary differences between the book and tax basis of assets
and liabilities. Deferred income taxes are adjusted to reflect new tax rates when they are enacted into law.
Derivative Instruments

Interest Rate Caps. The Company purchases interest rate cap agreements to manage its interest rate
risk on its secured financings. As the Company has not designated these agreements as hedges as defined
under SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities”, as amended by SFAS
No. 138 and SFAS No. 149, changes in the fair value of these agreements will increase or decrease net
income.
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(1) Summary of Significant Accounting Policies — (Continued)

As of December 31, 2003, the following interest rate cap agreements were outstanding (in thousands of
dollars):

Notional Commercial Paper Fair
Amount Cap Rate Term Value
$ 6,663 7.50% July 2002 through January 2004 $—
8,218 6.50% July 2002 through January 2004 —
31,250 6.25% October 2002 through October 2004 —
100,000 6.25% November 2003 through March 2006 17
$146,131 317

Foreign Currency Forward Contracts. In the third quarter of 2003, the Company entered into a series of
forward contracts with a commercial bank to manage foreign currency exchange risk associated with the cash
flows anticipated from the exit of the United Kingdom operation. As of December 31, 2003, the Company had
contracts outstanding to deliver 16.9 million British pounds sterling to the commercial bank which will be
exchanged into United States dollars at a weighted average exchange rate of 1.59 United States dollars per
British pound sterling on a monthly basis through June 30, 2005. The Company believes that this transaction
will minimize the currency exchange risk associated with an adverse change in the relationship between the
United States dollar and the British pound sterling as it repatriates cash from the United Kingdom operation.
As the Company has not designated these contracts as hedges as defined under SFAS No. 133, changes in the
fair value of these forward contracts will increase or decrease net income. As of December 31, 2003, the fair
value of the forward contracts was $2,817,000 less than the notional amount of the contracts due to the
weakening of the United States dollar versus the British pound sterling since the date the contracts were
entered into. As a result, during 2003, the Company recognized a foreign currency loss of $2,817,000 related to
the change in the fair value of the forward contracts.

Stock Options

At December 31, 2003, the Company has two stock-based compensation plans, one for employees and
one for directors, which are described more fully in Note 11 — Capital Transactions. Prior to April 1, 2003,
the Company accounted for those plans under the recognition and measurement principles of Accounting
Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees”, and related Interpretations.
In the second quarter of 2003, the Company adopted the fair value recognition and measurement provisions of
SFAS No. 123, “Accounting for Stock-Based Compensation”, as amended by SFAS No. 148, “Accounting
for Stock-Based Compensation — Transition and Disclosure” for stock-based employee compensation. Under
the retroactive restatement transition method selected by the Company described in SFAS No. 148, the
Company restated all prior periods to reflect the stock-based compensation expense that would have been
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recognized had the recognition provisions of SFAS No. 123 been applied to all awards granted to employees or
directors after January 1, 1995. The following tables summarize the reported and restated results:

For the Years Ended
December 31,
2003 2002 2001

(Dollars in thousands,
except per share data)

Net income, asreported . ... ...t $28,181  $29,701  $29,203
Net income, restated ... ......... it $28,181  $28365  $28,415
Earnings per share:
Basic—asreported ........ ... ... $ 067 § 070 $ 0.69
Basic——restated ........ .. $ 067 § 067 § 0.67
Diluted —as reported. . ....... ... . $ 065 § 068 $ 0.68
Diluted — restated .......... .. .. i $ 065 § 065 $ 0.66

As of December 31, 2000, the cumulative increase in paid-in capital as a result of this restatement was
$16.1 million. The increase in paid-in capital was offset by a $13.9 million decrease in retained earnings and a
$2.2 million decrease in deferred income taxes.

Foreign Currency Translation

The financial position and results of operations of the Company’s foreign operations are measured using
the local currency as the functional currency. Revenues and expenses are translated at average exchange rates
during the year and assets and liabilities are translated at current exchange rates at the balance sheet date.
Translation adjustments are reflected in accumulated other comprehensive income, as a separate component
of shareholders’ equity. Realized foreign currency transaction gains and losses are included in the statement of
income.

Revenue Recognition

Finance Charges. The Company computes its servicing fee based upon the gross amount due under the
Loan. Income is recognized under the interest method of accounting until the underlying obligation is 90 days
past due on a recency basis. At such time, the Company suspends the accrual of revenue and makes a
provision for credit losses equal to the earned but unpaid revenue.
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Ancillary Product Income. Fees received by the Company for the sale of third party vehicle service
contracts are recognized upon sale of the service contract, as the Company bears no further obligation.

Lease Revenue. Income from operating lease assets is recognized on a straight-line basis over the
scheduled lease term. Revenue recognition is suspended at the point the customer becomes 90 days past due
on a recency basis.

Premiums Earned. Premiums earned include credit life and disability premiums and service contract
premiums. Credit life and disability premiums are ceded to the Company on both an earned and written basis
and are earned over the life of the Loans using the pro rata and sum-of-digits methods. The Company
recognizes income and related expense for the service contract program on an accelerated basis over the life of
the service contract. In 2002, the Company changed its revenue recognition policy for insurance and service
contract products in the United Kingdom to be consistent with those employed in the United States. This
change in revenue recognition policy increased 2002 pre-tax income by approximately $1.1 million.

Other Income

Other income consists of the following (in thousands):
Years Ended December 31,

2003 2002 2001

CAPS fees . ... $ 3835 $2905 §$ 1,688
Interest and fees on floorplan receivables, lines of credit, and

notes receivable . . . ... 1,220 3,482 3,103
Net gains on lease terminations ............................ 1,069 974 596
Rental revenue . ....... ... . . 900 1,043 1,094
Dealer enrollment fees .. ... i 781 848 1,313
Other ... 6,043 10,288 8,050

$13,848 $19,540 $15,844

The Company recognizes a monthly dealer-partner access fee for the Company’s Internet-based
proprietary Credit Approval Processing System (“CAPS”) in the month the access is provided.

Dealer-partners are charged an initial fee to floorplan a vehicle, and interest is recognized monthly based
on the number of days a vehicle remains on the floorplan, with interest rates generally ranging from 12% to
18% per annum. Income from secured lines of credit is recognized under the interest method of accounting.
Interest on notes receivable is recognized as income based on the outstanding monthly balance and is generally
5% to 18% per annum. When a floorplan receivable, line of credit, or note receivable is determined to be
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impaired, the recognition of income is suspended and the Company records a provision for losses equal to the
difference between the carrying value and the present value of the expected cash flows.

The Company recognizes gains on lease terminations when the proceeds from the sale of leased vehicles
at auctions exceed the carrying values of the vehicles.

The Company leases part of its headquarters to outside parties under non-cancelable operating leases.
This activity is not a significant part of its business activities. Rental revenue is recognized on a straight-line
basis over the related lease term.

Enroliment fees of $9,850 are generally paid by each dealer-partner signing a servicing agreement. In
return for the enrollment fee, the Company provides the dealer-partner with sales promotion kits, signs,
training and the first month’s access to CAPS. Beginning in the fourth quarter of 2002, the enrollment fee in
the United States is 100% refundable for 180 days. The fees and the related direct incremental costs of
enrolling these dealer-partners are deferred and amortized on a straight-line basis over the estimated
repayment term of the outstanding dealer-partner advance based on the Company’s experience. The Company
estimates the amount of fees that will not be refunded and begins amortizing this portion of the deferred fees
and costs immediately. After the 180-day refund period expires, the Company begins amortizing any
remaining fees that have not been refunded along with the related costs.

New Accounting Pronouncements

In April 2003, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 149, “Amend-
ment of Statement 133 on Derivative Instruments and Hedging Activities”. SFAS No. 149 amends and
clarifies accounting and reporting for derivative instruments, including certain derivative instruments embed-
ded in other contracts, and for hedging activities under SFAS No. 133, “Accounting for Derivative
Instruments and Hedging Activities”. The adoption of this statement on July 1, 2003 did not have a material
impact on the Company.

In May 2003, the FASB issued SFAS 150, “Accounting for Certain Financial Instruments with
Characteristics of Both Liabilities and Equity”, which establishes standards for how an issuer classifies and
measures certain freestanding financial instruments that have characteristics of both liabilities and equity. It
requires that items such as mandatorily redeemable financial instruments, obligations to repurchase equity
shares by transferring assets, and certain obligations to issue a variable number of shares be classified as
liabilities. The adoption of this statement on July 1, 2003 did not have a material impact on the Company.

In December 2003, the FASB issued Interpretation No. 46 (Revised), “Consolidation of Variable
Interest Entities” (“FIN 46R”). FIN 46R requires that subsidiaries defined as variable interest entities be
consolidated by the enterprise that will absorb the majority of the entities’ expected gains or losses. The
Company, through fully consolidated wholly owned subsidiaries, sponsors debt issuances. The Company
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determined that these subsidiaries meet the definition of variable interest entities and that the Company is the
primary beneficiary of these subsidiaries’ activities. The adoption of this interpretation on December 31, 2003
did not have a material impact on the Company.

Reclassification

Certain amounts for prior periods have been reclassified to conform to the current presentation, including
the following significant balance sheet reclassifications: (i) the reserve for advance losses, which was
previously classified within dealer holdbacks, net, was eliminated and the balance transferred to the allowance
for credit losses, which is classified within Loans receivable, net and (ii) repossessed assets were reclassified
from Loans receivable, net to other assets. Additionally, as a result of the Company’s adoption of the fair value
recognition provisions of SFAS No. 123, “Accounting for Stock-Based Compensation” under the retroactive
restatement method selected by the Company as described in SFAS No. 148, “Accounting for Stock-Based
Compensation — Transition and Disclosure” in the second quarter of 2003, the Company restated all prior
periods to reflect the stock-based compensation expense that would have been recognized had the recognition
provisions of SFAS No. 123 been applied to all awards granted to employees or directors after January 1,
1995.

(2) Fair Value of Financial Instruments

The following methods and assumptions were used to estimate the fair value of each class of financial
instruments for which it is practicable to estimate their value.

Cash and Cash Equivalents and Investments. The carrying amount of cash and cash equivalents and
investments approximate their fair value due to the short maturity of these instruments.

Net Investment in Loans. Loans receivable, net less dealer holdbacks, net represents the Company’s net
investment in Loans. The Company received an independent valuation of its Unites States automobile Loan
portfolio as of December 31, 2002. As the United States automobile Loan portfolio represents 94% and 84% of
the Company’s total Loan portfolio as of December 31, 2003 and 2002, respectively, the Company has used
the relationship between the fair value as determined in this valuation and the related carrying value as the
basis for calculating the fair value of the total Loan portfolio for both years.

Floorplan, Lines of Credit, and Notes Receivable. The carrying values of floorplan, lines of credit, and
notes receivable approximate their fair values as the interest rates on these instruments approximate the
interest rates the Company would charge on similar instruments as of December 31, 2003 and 2002.

Debt.  The fair value of debt is determined using quoted market prices, if available, or calculated using
the estimated value of each debt instrument based on current rates offered to the Company for debt with
similar maturities.
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Derivative Instruments. The fair value of interest rate caps and foreign currency forward contracts are
based on quoted market values.

A comparison of the carrying value and estimated fair value of these financial instruments is as follows
(in thousands):
As of December 31,

2003 2002

Carrying Estimated Carrying Estimated

Amount Fair Value Amount Fair Value
Assets
Cash and cash equivalents...................... $36,044  $36,044  $13466  $13,466
Investments — held to maturity ................. — — 173 173
Net investment in Loans ... .................... 431,493 383,269 402,038 357,106
Floorplan receivables, net ...................... 2,449 2,449 4,450 4,450
Notes receivable, net .......... ... ... ... ...... 2,090 2,090 3,899 3,899
Lines of credit, net........ ... .. ... .. ... ...... 2,023 2,023 3,655 3,655
Liabilities
Linesofcredit. . .......... ... . ... . .. . . ... ... — —_— 43,555 43,555
Secured financing .. ....... .. ... i 100,000 100,158 58,153 58,153
Mortgage note . .. ... . 5,418 5,470 6,195 6,366
Derivative InStruments . . ...t ennnnonnn 2,810 2,810 36 36

(3) Loans Receivable

Loans generally have initial terms ranging from 24 to 48 months and are collateralized by the related
vehicles. The initial average term of a Loan was approximately 37 months in 2003 and 36 months in 2002 and
2001. The Company’s program allows dealer-partners to establish the interest rate on Loans up to the
maximum rate allowable by the state or country in which the dealer-partner is doing business.
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Loans receivable consists of the following (in thousands):
As of December 31,

2003 2002
Gross Loans receivable . .. ... ..o $1,033,234 $ 910,417
Unearned finance charges ............. ... i (157,707)  (136,954)
Unearned insurance premiums, insurance reserves and fees .......... (2,557) (3,394)
Loans receivable, Net .. ..ot $ 872970 § 770,069
Non-accrual Loans .. ....oo v i e e $ 201,151 $ 212,373
Non-accrual Loans as a percent of total gross Loans................ 19.5% 23.3%

A summary of changes in gross Loans receivable is as follows (in thousands):
Years Ended December 31,

2003 2002 2001
Balance, beginning of period. ........................ $ 910417 $ 900,415 $ 668,793
Gross amount of Loans accepted . .................... 814,182 625,385 782,302
Gross Loans reacquired from securitization ............ — — 2,918
Net cash collections on Loans ....................... (457,406)  (440,851)  (409,728)
Charge-offs* . ... ... ... .. (261,365)  (186,788)  (137,158)
Recoveries. ... v 14,168 — —
Net change in repossessed collateral .................. 156 (2,212) (784)
Currency translation. . ......... ... .. i i 13,082 14,468 (5,928)
Balance, end of period. . ................ ... .. ... $1,033,234  $ 910,417 $ 900,415

* Charge-offs presented net of recoveries for activity prior to July 1, 2003
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A summary of the allowance for credit losses is as follows (in thousands):
Years Ended December 31,

2003 2002 2001
Balance, beginning of period ............ ... . ... ... ... ... $ 20,991 $13,906 $11,428
Provision for credit losses. .. ...... ... i 7,657 15,443 5,789
Charge-offs* ... ... . . (17,736)  (8,800)  (3,211)
RECOVEIIES ..t 6,160 — —
Currency ftranslation ......... .. ... . oo 543 442 (100)
Balance, end of period ......... ... ... . ...l $ 17,615 $20,991  $13,906

* Charge-offs presented net of recoveries for periods prior to July 1, 2003

The charge-offs for the year ended December 31, 2003 are presented on a different basis than the other
years presented and, as a result, are not comparable. The charge-offs reported for the year ended
December 31, 2003 include $12.4 million of charge-offs recorded upon adoption of the new charge-off policy.

(4) Leased Properties

The Company leases offices and office equipment. Management expects that in the normal course of
business, leases will be renewed or replaced by other leases. Total rental expense on all operating leases was
$391,000, $361,000, and $321,000 and for 2003, 2002, and 2001, respectively. Contingent rentals under the
operating leases were insignificant. Minimum future lease commitments under operating leases as of
December 31, 2003 are as follows (in thousands):

Minimum Future
Lease Commitments

2004 . o $270
2005 L 242
20006 . .. 242
2007 . o e 181

$935
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(5) Investments in Operating Leases

The composition of net investment in operating leases consists of the following (in thousands):
As of December 31,

2003 2002
Gross leased assets. . ... $10,274 $ 26,821
Accumulated depreciation. . ......... .. e (6,664) (12,304)
Gross deferred CoStS. . oo v 1,513 3,956
Accumulated amortization of deferred .. ...... ... ... ... ... ... ... (1,307) (2,706)
Lease payments receivable ........ ... .. . . 631 2,112
Investment in operating leases, net .......... ... i, $ 4447 $ 17,879

A summary of changes in the investment in operating leases is as follows (in thousands):
Years Ended December 31,

2003 2002 2001
Balance, beginning of period ............ ... .o ... $17,879 $ 42,774 $ 42,921
Gross operating leases originated . ........................ — 1,075 29,187
Depreciation of operating leases .......................... (4,210) (9,669)  (12,485)
Lease payments receivable . . ......... ... ... .. .. 6,513 16,062 21,862
Collections on operating leases . .......................... (7,132)  (15,031)  (19,555)
Provision for lease losses . ..., (1,703) (5,251) (6,126)
Operating lease liquidations ............. ... .. ... ... ..... (7,323)  (12,100)  (12,834)
Currency translation ....... ... .. ... .. L 423 19 (196)
Balance, end of period ........... ... ...l $ 4447 $ 17879 $ 42,774

Future minimum rentals on leased vehicles at December 31, 2003 are $2.3 million in 2004 and $529,000
in 2005.
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(6) Property and Equipment

Property and equipment consists of the following (in thousands):
As of December 31,

2003 2002
Land ... $ 2,587 $ 2,587
Building and improvements ............ ... 8,848 7,284
Data processing equipment and software ........... .. ... .. ... ... 28,000 27,040
Office furniture and equipment ............ ... ... ... ... 2,025 2,053
Leasehold improvements . . . ..ottt in e 995 721

42,455 39,685
Less: Accumulated depreciation. . ............. ... .. ... . i, (23,952)  (19,734)

$ 18,503 § 19,951

Depreciation expense on property and equipment was $4,469,000, $4,718,000, and $4,652,000 in 2003,
2002, and 2001, respectively.

(7) Debt
Lines of Credit

At December 31, 2003, the Company had a $135.0 million credit agreement with a commercial bank
syndicate. The facility has a commitment period through June 9, 2005. The agreement provides that, at the
Company’s discretion, interest is payable at either the eurodollar rate plus 140 basis points (2.44% at
December 31, 2003), or at the prime rate (4.0% at December 31, 2003). The eurodollar borrowings may be
fixed for periods of up to six months. Borrowings under the credit agreement are subject to a borrowing base
limitation equal to 65% of advances to dealer-partners and leased vehicles (as reflected in the consolidated
financial statements and related notes), less a hedging reserve (not exceeding $1.0 million), the amount of
letters of credit issued under the line of credit, and the amount of other debt secured by the collateral which
secures the line of credit. Currently, the borrowing base limitation does not inhibit the Company’s borrowing
ability under the line of credit. The credit agreement has certain restrictive covenants, including a minimum
required ratio of the Company’s assets to debt, its liabilities to tangible net worth, and its earnings before
interest, taxes and non-cash expenses to fixed charges. Additionally, the agreement requires that the Company
maintain a specified minimum level of net worth. Borrowings under the credit agreement are secured by a lien
on most of the Company’s assets. The Company must pay annual and quarterly fees on the amount of the
commitment. As of December 31, 2003 and 2002, there was zero and $43.4 million outstanding under this
facility, respectively. The maximum amount outstanding was approximately $82.9 million and $105.5 million
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in 2003 and 2002, respectively. The weighted average balance outstanding was $59.0 million and $77.2 million
in 2003 and 2002, respectively.

The Company also had a 1.0 million Canadian dollar line of credit with a commercial bank in Canada,
which expired on June 5, 2003. The borrowings were used to fund the day-to-day cash flow requirements of
the Company’s Canadian subsidiary, and were secured by a letter of credit issued by the Company’s principal
commercial bank, with interest payable at the LIBOR rate plus 1.4% or at the Canadian bank’s prime rate.
Additionally, the Company had to pay a quarterly commitment fee of 0.6% on the amount of the commitment.
As of December 31, 2002, there was 183,000 Canadian dollars ($116,000) outstanding under the facility.

The weighted average interest rate on line of credit borrowings outstanding as of December 31, 2002 was
3.3%.

Secured Financing

In the second quarter of 2003, the Company’s wholly-owned subsidiary, Credit Acceptance Funding LLC
2003-1 (“Funding 2003-1""), completed a secured financing transaction, in which Funding 2003-1 received
$100.0 million in financing. In connection with this transaction, the Company conveyed, for cash and the sole
membership interest in Funding 2003-1, dealer-partner advances having a carrying amount of approximately
$134.0 million to Funding 2003-1, which, in turn, conveyed the advances to a trust, which issued $100 million
in notes to qualified institutional investors. A financial insurance policy was issued in connection with the
transaction. The policy guarantees the timely payment of interest and ultimate repayment of principal on the
final scheduled distribution date. The notes are rated “AA” by Standard & Poor’s Rating Services. The
proceeds of the conveyance to Funding 2003-1 were used by the Company to reduce outstanding borrowings
under the Company’s line of credit. Until December 15, 2003, the Company and Funding 2003-1 received
additional proceeds from the transaction by having the Company convey additional dealer-partner advances to
Funding 2003-1 that were then conveyed by Funding 2003-1 to the trust and used by the trust as collateral to
support additional borrowings. Additional dealer-partner advances having a carrying amount of approximately
$35.0 million have been conveyed by the Company after the completion of the initiai funding. After
December 15, 2003, the debt outstanding under the facility began to amortize. The total expected term of the
facility is 16 months. The secured financing creates loans for which the trust is liable and which are secured by
all the assets of the trust and of Funding 2003-1. Such loans are non-recourse to the Company, even though
the trust, Funding 2003-1 and the Company are consolidated for financial reporting purposes. The notes bear
interest at a fixed rate of 2.77%. The expected annualized cost of the secured financing, including underwriters
fees, the insurance premium and other costs is approximately 6.8%. As Funding 2003-1 is organized as a
separate legal entity from the Company, assets of Funding 2003-1 (including the conveyed dealer-partner
advances) will not be available to satisfy the general obligations of the Company. All the assets of Funding
2003-1 have been encumbered to secure Funding 2003-1’s obligations to its creditors. The Company receives a
monthly servicing fee paid out of collections equal to 6% of the collections received with respect to the
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conveyed dealer-partner advances and related Loans. Except for the servicing fee and payments due to dealer-
partners, the Company does not receive, or have any rights in, any portion of such collections until the trust’s
underlying indebtedness is paid in full, either through collections or through a prepayment of the indebtedness.
Thereafter, remaining collections would be paid over to Funding 2003-1 as the sole beneficiary of the trust
where they would be available to be distributed to the Company as the sole member of Funding 2003-1, or the
Company may choose to cause Funding 2003-1 to repurchase the remaining dealer-partner advances from the
trust and then dissolve, whereby the Company would become the owner of such remaining collections.

In the third quarter of 2003, the Company’s wholly-owned subsidiary, CAC Warehouse Funding Corp. I1
(“Warehouse Funding” or “2003-2"), completed a revolving secured financing transaction with an institu-
tional investor, in which Warehouse Funding may receive up to $100.0 million in financing when the Company
conveys dealer-partner advances to Warehouse Funding for equity in Warehouse Funding. Warehouse
Funding will in turn pledge the dealer-partner advances as collateral to the institutional investor to secure
loans that will fund the cash portion of the purchase price of the dealer-partner advances. No dealer-partner
advances were contributed and no financing proceeds were received at the time of closing or through
December 31, 2003. This revolving facility allows conveyances of dealer-partner advances by the Company
and related borrowing by Warehouse Funding in which Warehouse Funding will receive 70% of the net book
value of the contributed dealer-partner advances up to the $100.0 million facility limit. The facility has a
commitment period through September 28, 2004. Provided that the commitment is renewed, there is a
requirement that any amounts outstanding under the facility be refinanced, and the facility paid to zero, by
December 23, 2004. If this does not occur, the transaction will cease to revolve, will amortize as collections are
received and, at the option of the institutional investor, may be the subject of acceleration and foreclosure.
Upon completion of the refinancing and pay down, the full facility will again be available to Warehouse
Funding. Although Warehouse Funding will be liable for any secured financing under the facility, the loans
will be non-recourse to the Company, even though Warehouse Funding and the Company are consolidated for
financial reporting purposes. Such loans will bear interest at a floating rate equal to the commercial paper rate
plus 65 basis points, which has been limited to a maximum rate of 6.25% through an interest rate cap
agreement executed in the fourth quarter of 2003. As Warehouse Funding is organized as a separate special
purpose legal ientity from the Company, assets of Warehouse Funding (including the conveyed dealer-partner
advances) will not be available to satisfy the general obligations of the Company. All the assets of Warehouse
Funding have been encumbered to secure Warehouse Funding’s obligations to its creditors. The Company will
receive a morthly servicing fee paid out of collections equal to 6% of the collections received with respect to
the conveyed dealer-partner advances and related Loans. Except for the servicing fee and payments due to
dealer-partnets, the Company will not receive, or have any rights in, any portion of such collections until
Warehouse Funding’s underlying indebtedness is paid in full either through collections or through a
prepayment of the indebtedness.
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The Company has completed a total of ten secured financing transactions, eight of which have been
repaid in full. Information about the currently outstanding secured financing transactions is as follows (dollars
in thousands):

Balance as

Secured Financing Secured Dealer Percent of
Issue Facility Balance at Advance Balance at Original
Number Close Date Limit December 31, 2003 December 31, 2003 Balance
2003-1 June 2003 $100,000 $100,000* $134,385 100%

2003-2 September 2003 $100,000 _ — —
* Anticipated to fully amortize by October 31, 2004.

Mortgage Loan Payable

The Company has a mortgage loan from a commercial bank that is secured by a first mortgage lien on the
Company’s headquarters building and an assignment of all leases, rents, revenues and profits under all present
and future leases of the building. There was $5,418,000 and $6,195,000 outstanding on this loan as of
December 31, 2003 and 2002, respectively. The loan matures on May 1, 2004, bearing interest at a fixed rate
of 7.07%, and requires monthly payments of $99,582 and a balloon payment at maturity for the balance of the
loan.

Capital Lease Obligations

As of December 31, 2003, the Company has various capital lease obligations outstanding for computer
equipment, with monthly payments totaling $83,000. These capital lease obligations bear interest at rates
ranging from 4.45% to 9.31% and have maturity dates between June 2004 and October 2006.

Letters of Credit

Letters of credit are issued by a commercial bank and reduce amounts available under the Company’s
line of credit. As of December 31, 2003, the Company has three letters of credit relating to reinsurance
agreements totaling $5.4 million. Such letters of credit will expire on May 26, 2004, at which time they will be
automatically extended for the period of one year unless the Company is notified otherwise by the commercial
bank syndicate.
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Principal Debt Maturities

The scheduled principal maturities of the Company’s debt at December 31, 2003 are as follows (in
thousands):

2004 L $106,113
2005 e 348
2006 . 6

$106,467

Included in scheduled principal maturities are anticipated maturities of secured financing debt. The
maturities of this debt are dependent on the timing of cash collections on the Loans receivable related to
contributed dealer-partner advances, the amounts due to dealer-partners for payments of dealer holdbacks and
changes in interest rates on the secured financing. Such amounts included in the table above are $100 million
for 2004,

Debt Covenants

As of December 31, 2003, the Company is in compliance with various restrictive debt covenants that
require the maintenance of certain financial ratios and other financial conditions. The most restrictive
covenants require a minimum ratio of the Company’s assets to debt, its liabilities to tangible net worth, and its
earnings before interest, taxes and non-cash expenses to fixed charges. The Company must also maintain a
specified minimum level of net worth.

(8) Dealer Holdbacks

Dealer holdbacks consists of the following (in thousands):
As of December 31,

2003 2002
Dealer holdbacks .. ..ottt $ 828,720 $ 734,625
Less: advances . .......ouiiiii i e (404,859)  (387,585)
Dealer holdbacks, et . ...ttt e $ 423,861 $ 347,040

(9) Related Party Transactions

In the normal course of its business, the Company regularly accepts assignments of Loans originated by
affiliated dealer-partners owned by: (i) the Company’s majority shareholder and Chairman; (ii) the
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Company’s President; and (iii)) a member of the Chairman’s family. Loans accepted from these affiliated
dealer-partners were approximately $23.1 million, $19.1 million, and $21.2 million in 2003, 2002, and 2001,
respectively. Loans receivable from affiliated dealer-partners represented approximately 3.0% and 2.8% of the
gross Loans receivable balance as of December 31, 2003 and 2002, respectively. The Company accepts Loans
from affiliated dealer-partners and nonaffiliated dealer-partners on the same terms. Dealer holdbacks from
Loans accepted from affiliated dealer-partners were approximately $18.5 million, $15.3 million, and $16.9 mil-
lion in 2003, 2002, and 2001, respectively. Advance balances from affiliated dealer-partners were $12.2 million
and $10.4 million, or 3.0% and 2.8% of the Company’s total advances, as of December 31, 2003 and 2002,
respectively. Total CAPS fees and dealer enroliment fees earned from affiliated dealer-partners were $66,000,
$34,000, and $43,000 for the years ended December 31, 2003, 2002, and 2001, respectively.

Until the Company’s decision to stop originating automobile leases in January 2002, the Company
regularly accepted automobile leases originated by affiliated dealer-partners owned by: (i) the Company’s
majority shareholder and Chairman; and (ii) the Company’s President. Automobile leases accepted from
affiliated dealer-partners were $11,000 and $1.4 million in 2002 and 2001, respectively. Affiliated dealer-
partners originated approximately 1.0% and 4.6% of the value of automobile leases accepted by the Company
during 2002 and 2001, respectively. The Company accepted automobile leases from affiliated dealer-partners
and nonaffiliated dealer-partners on the same terms.

In the normal course of business, the Company records receivables from dealer-partners for ancillary
product chargebacks on repossessed leased vehicles. Chargeback receivables from affiliated dealer-partners
owned by the Company’s President were zero and $10,000 as of December 31, 2003 and December 31, 2002,
respectively.

The Company records interest income from unsecured notes receivable due from the Company’s
President with a total balance of $1.6 million and $1.5 million as of December 31, 2003 and 2002, respectively.
The notes bear interest at a fixed rate of 5.22% with interest and principal due on April 19, 2011. Total income
earned on the notes receivable was $70,000, $63,000 and $50,000 for the years ended December 31, 2003,
2002, and 2001, respectively.

The Company paid for air transportation services provided by a company owned by the Company’s
majority shareholder and Chairman totaling $159,000, $77,000 and $42,000 for the years ended December 31,
2003, 2002, and 2001, respectively. The Company also paid for vehicle reconditioning services provided by
affiliated dealer-partners owned by the Company’s majority sharcholder and Chairman totaling $8,000 for the
year ended December 31, 2001.

In the normal course of business, the Company analyzes the viability of new products and services by first
offering them to a small group of dealer-partners, which includes affiliated dealer-partners, prior to offering
them to the entire network of dealer-partners. The Company received fees for direct mail lead generation
services provided to affiliated dealer-partners owned by: (i) the Company’s majority shareholder and
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Chairman; (ii) the Company’s President; and (iii) a member of the Chairman’s family totaling $39,000 for
the year ended December 31, 2002. In 2002, the Company received fees totaling $8,200 from an affiliated
dealer-partner owned by the Company’s President for a test program which offered increased CAPS
functionality to dealer-partners. The Company did not provide these products and services to affiliated dealer-
partners in 2003.

Beginning in 2000, the Company offered a line of credit arrangement to certain dealers who were not
participating in the Company’s core business. These lines of credit are secured primarily by loans originated
and serviced by the dealer, with additional security provided by the personal guarantee of the dealership’s
owner. The Company ceased offering this program to new dealers in the third quarter of 2001 and has been
reducing the amount of capital invested in this program since that time. Beginning in 2002, entities owned by
the Company’s majority shareholder and Chairman began offering secured line of credit loans in a manner
similar to the Company’s prior program, at his dealerships and at two other dealers, one of whom also does
business with the Company. The Company’s majority shareholder and Chairman does not intend to expand
his line of credit lending activities to additional dealers, except to dealerships which he owns or controls.

(10) Income Taxes

The income tax provision consists of the following (in thousands):
Years Ended December 31,

2003 2002 2001
Income (loss) before provision (credit) for income taxes:
DOMESHIC © oottt e $49,488  $37,668  $36,289
Foreign . ... o e (5,998) 8,855 10,712

$43,490  $46,523  $47,001

Current provision (credit) for income taxes:

Federal .. ... i $ 1,396 315,006 $12,621
N ¥ (< (119) (831) 3,298
Foreign . ..o 1,871 2,464 2,943

3,148 16,639 18,862

Deferred jprovision (credit) for income taxes:

Federal ... ... 15,337 2,086 (1,028)
S 1 = 625 (554) 454
Foreign . ..o (3,801) (13) 298
12,161 1,519 (276)

Provision for income taxes .. ...ttt $15,309 $18,158  $18,586
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The tax effects of timing differences that give rise to significant portions of the deferred tax assets and
deferred tax liabilities consist of the following (in thousands):

As of December 31,

2003 2002
Deferred tax assets:
Allowance for credit 10sses ...... .. ... oot e $ 4870 $ 6,448
United Kingdom asset impairment ........... ... ... ... ........... 3,192 —
Allowance for leased vehicle losses .......... ... . ... 474 1,193
Deferred dealer enrollment fees ......... ... ... . i i 455 222
Accrued liabilities .. ... .. e 982 1,032
Unearned premilmms. . .. ..ottt ettt e 135 151
Reserve on notes receivable ....... ... ... ... .. i 53 491
Foreign tax credits . . ... ..ot e — 1,852
Net operating losses. .. ... ..o 555 327
Valuation of receivables . ........ .. ... .. .. e — 2,601
Deferred revenue ... ... ... i 654 479
Stock-based compensation ............. .. i 2,654 1,609
Unrealized [08S ON CUMTENCY .. . oottt 1,022 —
Other, net ... e 484 —
15,530 16,405
Less: Valuation allowance . . ....... ... .. i, (1,294) (437)
Total deferred tax assets . ... .. . it 14,236 15,968
Deferred tax labilities:
Unearned finance charges ........... ... i 18,264 17,117
Depreciable assets ... .ovoiit e 3,211 4,299
Undistributed €arnings. ... ...ttt — 3,090
Valuation of receivables .. ... .. ... . . . e 15,035 —
Deferred origination Costs ... ...t 496 266
Other, net ..o — 1,254
Total deferred tax liabilities . ....... ... i, 37,006 26,026
Net deferred tax liability . . ... . $22,770  $10,058




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

(10) Income Taxes — (Concluded)

A reconciliation of the U.S. Federal statutory rate to the Company’s effective tax rate are as follows:

Years Ended
December 31,

2003 2002 2001

U.S. federal statutory rate .. ... it 350% 35.0% 35.0%
State INCOME taXeS . ..o\ v ittt 0.8 (2.3) 5.5
Foreign income taxes . ........ouuii i 0.4 (1.4 (L)
Undistributed foreign earnings. ...ttt (3.0) 6.8 —
Valuation allowance . ............ .ttt 2.0 0.9 —
Other .. e = = 0.1

Provision for InCOMe taxes . . ...t i i et e e 352% 39.0% 39.5%

In 2001, there was an increase in state income taxes due to the re-characterization of revenue resulting
from the Internal Revenue Service examination. The 2001 state income tax expense is an estimated
cumulative amount of taxes owed to various states for the years 1993 to 2001. The decrease in state income
taxes in 2002 was primarily due to a change in the estimate of the cumulative amounts owed from 1993 to

2001.

During 2002, management determined that the undistributed earnings of the Company’s foreign
subsidiaries should no longer be considered to be permanently reinvested. As a result of that determination,
the Company recorded the amount of U.S. federal income taxes and withholding taxes that would be due upon

repatriation of these earnings.
(11) Capital Transactions

Net Income Per Share

Basic net income per share has been computed by dividing net income by the weighted average number
of common shares outstanding. Diluted net income per share has been computed by dividing net income by
the total of the weighted average number of common shares and common stock equivalents outstanding.
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(11) Capital Transactions — (Continued)

Common stock equivalents included in the computation represent shares issuable upon assumed exercise of
stock options that would have a dilutive effect using the treasury stock method. The share effect is as follows:

Years Ended December 31,

2003 2002 2001
Weighted average common shares outstanding ........ 42,195,340 42,438,292 42,140,961
Common stock equivalents ......................... 1,213,667 924,449 1,009,843
Weighted average common shares and common stock
equivalents . ......... .. 43,409,007 43,362,741 43,150,804

The diluted net income per share calculations exclude stock options to purchase approximately 423,000,
378,000, and 839,000 shares in 2003, 2002, and 2001, respectively, as inclusion of these options would be anti-
dilutive to the net income per share due to the relationship between the exercise prices and the average market
price of common stock during these periods.

Stock Repurchase Program

The Company began acquiring shares of its common stock in connection with a stock repurchase program
announced in August 1999. That program authorized the Company to purchase common shares on the open
market or pursuant to privately negotiated transactions at price levels the Company deems attractive. As of
December 31, 2003, the Company has repurchased approximately 5.5 million shares of the 6.0 million shares
authorized to be repurchased under this program at a cost of $35.8 million. The 6.0 million shares authorized
to be repurchased represented approximately 13.0% of the shares outstanding at the beginning of the program.

In the fourth quarter of 2003, the Board of Directors authorized the repurchase of an additional
2.6 million common shares through a modified Dutch tender offer. Upon expiration of the tender offer in
January 2004, the Company repurchased 2.2 million shares at a cost of $37.4 million. The Company financed
the share repurchase from existing cash reserves and by borrowing under its $135 million revolving credit
facility.

Stock Option Plans

Pursuant to the Company’s 1992 Stock Option Plan (the “1992 Plan”), the Company has reserved
8.0 million shares of its common stock for the future granting of options to officers and other employees. The
exercise price of the options is no less than the fair market value on the date of the grant. Options under the
1992 Plan generally become exercisable over a three to five year period, or the Company’s attainment of
certain performance related criteria, or immediately upon a change of Company control. The Company issued
138,500, 629,969, and 1,000,000 options in 2003, 2002, and 2001, respectively, that will vest only if certain
performance targets are met. In addition, the Company issued 234,810 and 890,838 options in 2002 and 2001,
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(11) Capital 'Transactions — (Continued)

respectively, that will vest over a three to five year period. Nonvested options are forfeited upon termination of
employment and otherwise expire ten years from the date of grant. Shares available for future grants totaled
1,647,225, 1,607,615, and 2,155,028 as of December 31, 2003, 2002, and 2001, respectively.

Pursuant to the Company’s Director Stock Option Plan (the “Director Plan”), the Company has
reserved 200,000 shares of its common stock for future granting of options to members of its Board of
Directors. The exercise price of the options is equal to the fair market value on the date of grant. In 2001, the
Company granted 100,000 options that will vest only if the Company meets certain performance targets.
Nonvested options are forfeited if the participant should cease to be a director and otherwise expire ten years
from the date of grant. Shares available for future grants totaled 100,000 as of December 31, 2003, 2002 and
2001.

Pursuant to the Company’s Stock Option Plan for Dealers (the “Dealer Plan”), the Company had
reserved 1.0 million shares of its common stock for the future granting of options to participating dealer-
partners. Effective January 1, 1999, the Company suspended the granting of future options under the Dealer
Plan. As of December 31, 2003, the Dealer Plan has been cancelled and all previously outstanding options
under the Dealer Plan have been exercised or forfeited.

The Company accounts for the compensation costs related to its grants under the stock option plans in
accordance with SFAS No. 123. The Company recognized stock-based compensation expense of $3,583,000,
$2,072,000, and $1,755,000 for 2003, 2002, and 2001, respectively, for the 1992 Plan and Director Plan.

The fair value of each option granted used in determining the above stock-based compensation expense is
estimated on the date of grant using the Black-Scholes option-pricing model. The weighted-average
assumptions used in the option-pricing model as well as the resulting weighted-average fair value of options
granted are as follows:

Years Ended December 31,

2003 2002 2001
1992 Plan
Risk-free interest rate .. ..., 3.50% 4.00% 5.00%
Expected life ....... ... .. ... ... ... 4.0 years 4.0 years 5.0 years
Expected volatility. ......... ... ... i, 63.03% 63.03% 63.03%
Dividend yield .......... . ... ..o i 0% 0% 0%
Fair value of options granted ..................... $ 5.05 $ 5.58 $ 3.04
Director Plan
Risk-ftee interest rate . ....... ... ..o — — 5.00%
Expected life ........... ... ... i, — — 5.0 years
Expected volatility. .......... ... ... i — — 63.03%
Dividend yield ........ ... .. .. ... ... .. .. .. .... — — 0%
Fair value of options granted .. ................... — — $ 3.33




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

(11) Capital Transactions — (Continued)

Additional information relating to the stock option plans is as follows:

1992 Plan Director Plan Dealer Plan
Weighted Weighted Weighted
Average Average Average
Number of Exercise Price Number of Exercise Price Number of Exercise Price
Options Per Share Options Per Share Options Per Share
Outstanding at January 1,
2001 ... 4,431,160 $6.36 — — 266,200 $14.28
Options granted . ....... 1,890,838 6.77 100,000 $7.00 — —
Options exercised ...... (258,841) 4.84 — — (1,000) 6.34
Options forfeited ..... .. (1,493,896) 6.58 — — (80,800) 24.08
Outstanding at
December 31, 2001 ..... 4,569,261 6.53 100,000 7.00 184,400 10.02
Options granted ........ 864,779 9.83 — — — —
Options exercised ...... (742,420) 417 — — (6,100) 8.45
Options forfeited .. .. ... (317,366) 8.37 — — (109,200) 11.69
Outstanding at
December 31, 2002 ... .. 4,374,254 7.35 100,000 7.00 69,100 § 751
Options granted .. ... ... 138,500 10.10 -— — — —
Options exercised ... ... (262,744) 7.69 — - (2,500) 7.13
Options forfeited ... . ... (178,110) 9.71 — — (66,200) $ 7.53
Outstanding at
December 31, 2003 ..... 4,071,900 $7.32 100,000 $7.00 — —
Exercisable at
December 31:
2001 ... 2,087,165 $6.86 — — 184,400 $10.02
2002 .. 1,640,094 7.66 — — 69,100 7.51
2003 ... 1,660,184 7.60 — — — —

79



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

(11) Capital Transactions — (Concluded)

The following tables summarize information about options outstanding at December 31, 2003:

Options Outstanding Options Exercisable
Weighted-Average Weighted-Average Weighted-Average
Range of Qutstanding As Remaining Exercise Price Exercisable As Exercise Price
Exercisable Prices of 12/31/2003 Contractual Life Per Share of 12/31/2003 Per Share
1992 Plan
$216-563............ 350,700 6.0 Years $3.80 17,865 $ 5.14
5.64- 775, ... 2,287,542 5.7 6.15 1,160,774 6.19
7.76-11.07............ 1,233,177 7.4 9.10 322,864 8.41
11.08-2225. . .......... 200,481 2.8 15.72 158,681 16.53
Totals ................. 4,071,900 6.1 $7.32 1,660,184 $ 7.60
Director Plan
$564- 775, ... ... 100,000 7.5 Years $7.00 — —

Totals ................. 100,000 — —

(12) Business Segment Information

The Company classifies its operations into four reportable business segments: United States, United
Kingdom, Automobile Leasing, and Other.

Reportable Segment Overview

In the second quarter of 2003, the Company re-evaluated its business segments as a result of the decision
to stop Loan originations in the United Kingdom and Canada. Business decisions, including resources to be
allocated, are'based on the financial performance of the operations that will continue to originate new business,
separate from those that do not. The chief operating decision maker reviews financial information combined
into six components: United States, United Kingdom, Automobile Leasing, Canada, Floor Plan and Lines of
Credit. Each component is an operating segment, however, Canada, Floor Plan and Lines of Credit are
combined in an “all other” category as none meet the quantitative thresholds of a reportable segment. As a
result, the Company has four reportable business segments: United States, United Kingdom, Automobile
Leasing, and Other. Prior year’s disclosures have been reclassified to conform to the current year presentation.
The United States segment primarily consists of the Company’s United States automobile financing business.
The United Kingdom segment primarily consists of the Company’s United Kingdom retail automobile Loan
operation. The Automobile Leasing segment consists of the Company’s automobile leasing operation. The
Other segment consists of the Company’s Canadian retail automobile Loan operation and secured lines of
credit and floorplan financing programs. The Company is currently liquidating its operations in all segments
other than the United States.
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(12) Business Segment Information — (Continued)

Measurement

The table below presents finance charge revenue, lease revenue, other revenue, segment net income
(loss) and segment assets information for each reportable segment (in thousands):

United United Automobile Total

States Kingdom Leasing Other Company

Year Ended December 31, 2003
Finance charges ................ $ 91,594 $ 10,095 $ — $ 1,436  $103,125
Ancillary product income ........ 18,462 935 — — 19,397
leaserevenue .. ................ — — 6,432 — 6,432
Premiums earned ............... 2,986 — — — 2,986
Otherrevenue .................. 10,691 155 1,789 1,213 13,848

United Kingdom asset impairment

CXPENSE .. oo vt e — 10,493 — — 10,493
Interest expense ................ 6,330 — 1,135 592 8,057
Depreciation expense ............ 3,984 328 4267 100 8,679
Provision (credit) for income taxes 17,674 (2,402) (176) 213 15,309
Net income (loss) .............. 33,014 (4,646) (323) 136 28,181
Segment assets ................. 858,339 66,672 4,277 14,492 943,780

Year Ended December 31, 2002
Finance charges ................ $ 78414 $ 17,671 $ — $ 1,659 $ 97,744
Ancillary product income ........ 13,183 3,254 — —_— 16,437
Leaserevenue .................. — — 16,101 — 16,101
Premiums earned . .............. 4512 — — — 4,512
Otherrevenue . ......ooovvevvnn. 14,622 195 1,279 3,444 19,540
Interest expense ................ 5,461 595 1,991 1,011 9,058
Depreciation expense ............ 4,202 366 9,770 49 14,387
Provision (credit) for income taxes 16,779 2,343 (1,070) 106 18,158
Net income (loss) .............. 23,790 6,277 (1,824) 122 28,365
Segment assets .. ............... 666,538 121,804 18,140 20,349 826,831

Year Ended December 31, 2001
Finance charges ................ $ 66,306 $ 21,802 J— $ 2,061 $ 90,169
Ancillary product income ........ 10,221 2,670 — — 12,891
Leaserevenue . ................. — — 21,853 — 21,853
Premiums earned . .............. 6,572 — — — 6,572
Otherrevenue . ................. 9,953 140 1,339 4,412 15,844
Interest expense . ............... 8,056 2,196 3,325 1,111 14,688
Depreciation expense . ........... 4,045 498 12,577 17 17,137
Provision (credit) for income taxes 16,832 3,020 (1,551) 285 18,586
Net income (loss) .............. 23,062 7,210 (2,634) 777 28,415
Segment assets ................. 620,086 161,435 44,926 25,826 852,273

81




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

(12) Business Segment Information — (Continued)

The Company operates primarily in the United States and the United Kingdom (excluding Ireland). The
table below presents the key financial information by geographic location (in thousands):

United United All Total

States Kingdom Other Company

Year Ended December 31, 2003
Finance charges ............. ... ..., $91,594 $ 9,699 $1,832  $103,125
Ancillary product income . ..................... 18,462 935 — 19,397
Leaserevenue . ....... ... it 5,019 — 1,413 6,432
Premiums earned ......... ... ... .. . . ... 2,986 — — 2,986
Otherrevenue. ....... ...t 13,327 155 366 13,848
Net income (loss) ..., . 32,249 (4,848) 780 28,181
Long-lived assets ............ .. ...t 18,007 496 — 18,503

Year Ended December 31, 2002
Finance charges ....................cociin... $78,414 $16,785 $2,345 $ 97,744
Ancillary product income .............. ... .... 13,183 3,060 194 16,437
Leaserevenue.......... . ... ..o, 13,885 — 2,216 16,101
Premiums earned . ........ ... ... .. ... 4,512 — — 4,512
Otherrevenue . . ..ot e 18,899 177 464 © 19,540
Net income (10SS) ... 21,962 6,753 (350) 28,365
Long-lived assets ............ ... ciiian.. 19,284 667 — 19,951

Year Ended December 31, 2001
Finance charges ........ ... .o vviiiiinn. $66,306  $20,982  $2,881 $ 90,169
Ancillary product income . ....... ... oo 10,221 2,562 108 12,891
Leaserevenue.......... ... . i 20,248 — 1,605 21,853
Premiums earned .............. ... .. .. ....... 6,572 — — 6,572
Otherirevenue . .. ...t i 15,299 130 415 15,844
Net income (I0SS) ... vovveeneeeae e, 20,944 7,479 (8) 28415
Long-lived assets ........... ... i, 18,806 840 — 19,646

Information About Products and Services

The Company manages its product and service offerings primarily through those reportable segments.
Therefore, in accordance with the provisions of SFAS No. 131, “Disclosures about Segments of an Enterprise
and Related Information”, no enterprise-wide disclosures of information about products and services are
necessary.
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(12) Business Segment Information — (Concluded)
Major Customers

The Company did not have any customers that provided 10% or more of the Company’s revenue during
2003, 2002, or 2001.

(13) Litigation and Contingent Liabilities

In the normal course of business and as a result of the customer-oriented nature of the industry in which
the Company operates, industry participants are frequently subject to various customer claims and litigation
seeking damages and statutory penalties. The claims allege, among other theories of liability, violations of
state, federal and foreign truth-in-lending, credit availability, credit reporting, customer protection, warranty,
debt collection, insurance and other customer-oriented laws and regulations, including claims seeking damages
for physical and mental damages relating to the Company’s repossession and sale of the customer’s vehicle
and other debt collection activities. The Company, as the assignee of Loans originated by dealer-partners, may
also be named as a co-defendant in lawsuits filed by customers principally against dealer-partners. Many of
these cases are filed as purported class actions and seek damages in large dollar amounts. An adverse ultimate
disposition in any such action could have a material adverse impact on the Company s financial position,
liquidity and results of operations. .

The Company is currently a defendant in.a.class action proceeding commenced on October 15, 1996 in
the United States District Court for the Western District of Missouri seeking unspecified money damages for
alleged violations of a number of state and federal consumer protection laws. On October 9, 1997, the District
Court certified two classes on the claims brought against the Company, one relating to alleged overcharges of
official fees, the other relating to alleged overcharges of post-maturity interest. On August 4, 1998, the District
Court granted partial summary judgment on liability in favor of the plaintiffs on the interest overcharge claims
based upon the District Court’s finding of certain violations but denied summary judgment on certain other
claims. The District Court also entered a number of permanent injunctions, which among other things,
restrained the Company from collecting on certain class accounts. The Court also ruled in favor of the
Company on certain claims raised by class plaintiffs. Because the entry of an injunction is immediately
appealable, the Company appealed the summary judgment order to the United States Court of Appeals for the
Eighth Circuit. Oral argument on the appeals was heard on April 19, 1999. On September 1, 1999, the United
States Court of Appeals for the Eighth Circuit overturned the August 4, 1998 partial summary judgment order
and injunctions against the Company. The Court of Appeals held that the District Court lacked jurisdiction
over the interest overcharge claims and directed the District Court to sever those claims and remand them to
state court. On February 18, 2000, the District Court entered an order remanding the post-maturity interest
class to Missouri state court while retaining jurisdiction on the official fee class. The Company then filed a
motion requesting that the District Court reconsider that portion of its order of August 4, 1998, in which the
District Court had denied the Company’s motion for summary judgment on the federal Truth-In-Lending Act
(“TILA”) portion of the claim. On May 26, 2000, the District Court entered summary judgment in favor of
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(13) Litigation and Contingent Liabilities — (Concluded)

the Company on the TILA claim and directed the Clerk of the Court to remand the remaining state law
official fee claims to the appropriate state court. On September 18, 2001, the Circuit Court of Jackson County,
Missouri mailed an order assigning this matter to a judge. On October 28, 2002, the plaintiffs filed a fourth
amended complaint. The Company filed a motion to dismiss the plaintiff’s fourth amended complaint on
November 4, 2002. On November 18, 2002, the Company filed a memorandum urging the decertification of
the classes. On January 15, 2003, the case was assigned to a new judge. On February 21, 2003 the plaintiffs
filed a brief :opposing the Company’s November 4, 2002 motion to dismiss the case. The Company will
continue its vigorous defense of all remaining claims. However, an adverse ultimate disposition of this
litigation coulld have a material negative impact on the Company’s financial position, liquidity and results of
operations.

{14) Quarterly Financial Data (Unaudited)

The following is a summary of quarterly financial position and results of operations for the years ended
December 31, 2003 and 2002, which have been prepared in accordance with accounting principles generally
accepted in the United States of America. Certain amounts for prior periods have been reclassified to conform
to the current presentation, including the following significant balance sheet reclassifications: (i) the reserve
for advance losses, which was previously classified within dealer holdbacks, net, was eliminated and the
balance transferred to the allowance for credit losses, which is classified within Loans receivable, net and
(ii) repossessed assets were reclassified from Loans receivable, net to other assets. Additionally, as a result of
the Company’s adoption of the fair value recognition provisions of SFAS No. 123, “Accounting for Stock-
Based Compensation” under the retroactive restatement method selected by the Company as described in
SFAS No. 148, “Accounting for Stock-Based Compensation — Transition and Disclosure” in the second
quarter of 2003, the Company restated all prior periods to reflect the stock-based compensation expense that
would have been recognized had the recognition provisions of SFAS No. 123 been applied to all awards
granted to employees or directors after January 1, 1993,

2003
1st Q 2nd Q 3rd Q 4th Q
(In thousands, except share and per share data)

Balance iSheets

Loans receivable, net.............. $ 789,032 $ 826,740 $§ 855,044 $ 855,355
Investment in operating leases, net .. 13,199 9,328 6,364 4,447
Floorplan receivables, net ........ .. 3,105 2,964 2,920 2,449
Notes receivable, net .............. 2,809 2,074 2,076 2,090
Lines of credit, net................ 3,244 2,817 2,290 2,023
All otherassets. .................. 38,985 54,257 56,685 77,416

Total assets .................. $ 850,374 $ 898,180 $§ 925379 § 943,780
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Totaldebt .......................
Dealer holdbacks, net .............
Other liabilities. ..................

Total liabilities ...............
Shareholders’ equity...............

Total liabilities and shareholders’

Income Statements
Revenue ........................
Costs and expenses ...............

Operating income . .. ..............
Foreign exchange gain (loss) ... ..

Income before income taxes........
Provision for income taxes .......

Netincome..........covvvvnnn.

Net income per common share:
Basic ....... ... o

Weighted average shares outstanding:
Basic ...... ... ..o i
Dituted ........... ... ... .....

2003

Ist Q 2nd Q 3rd Q 4th Q

(In thousands, except share and per share data)

96,263 $§ 115656 $ 106,876 § 106,467

371,509 397,682 420,759 423,861

51,016 48,744 53,444 55,887
518,788 562,082 581,079 586,215
331,586 336,098 344,300 357,565

850,374 § 898,180 $ 925379 § 943,780

36,929 § 35972 § 35862 $§ 37,025

23,984 33,929 21,223 20,395
12,945 2,043 14,639 16,630
15 14 (1,066) (1,730)
12,960 2,057 13,573 14,900
4,367 1,049 4,755 5,138

8593 § 1,008 $ 8,818 § 9,762

020 § 002 § 021 § 0.23
020 § 0.02 § 020 § 0.22
42,328,841 42,321,170 42,315,027 42,040,063
42,407,981 42,868,265 43,959,924 43,958,520
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2002
1st Q 2nd Q 3rd Q 4th Q

(In thousands, except share and per share data)

Balance Sheets

Loans receivable, net.............. $ 763906 $ 773,356 $ 769,619 $§ 749,078
Investment in operating leases, net .. 35,612 29,246 23,222 17,879
Floorplan receivables, net .......... 5,774 6,414 5,261 4,450
Notes receivable, net .............. 5,344 4,842 4,289 3,899
Lines of credit, net. ............... 5,643 5,027 4,203 3,655
All otherassets................... 53,442 53,028 47,624 47,870
Total assets .................. $ 869,721 $ 871,913 $ 854218 § 826,831
Total debt ....................... $ 182,507 $ 163,491 § 134478 § 109,841
Dealer holdbacks, net ............. 331,791 340,492 349,088 347,040
Other liabilities. . ................. 56,774 60,514 51,603 44,493
Total lLabilities ............... 571,072 564,497 535,169 501,374
Shareholders’ equity. .............. 298,649 307,416 319,049 325,457
Total liabilities and shareholders’
SqUItY . .. $ 869,721 § 871,913 $§ 854218 $ 826,831
Income Statements
Revenue: .. ............. ... .. .... ) 38,858 % 38,589 § 42668 $ 34,219
Costs and expenses ............... 24,808 25,360 29,563 28,080
Operating income . . .. ............. 14,050 13,229 13,105 6,139
Foreign exchange gain (loss) .. ... 16 11 (25) (2)
Income before income taxes........ 14,066 13,240 13,080 6,137
Provision for income taxes ....... 7,869 4,774 4,468 1,047
Netincome......oovviinennnn.. $ 6,197 § 8,466 $ 8,612 % 5,090
Net income per common share:
Basic ....... ... $ 015 $ 020 § 020 § 0.12
Diluted ....................... $ 0.14 0.19 § 020 $ 0.12
Weighted average shares outstanding:
Basic ......... ... i 42,437,481 42,535,312 42,363,895 42.371,316
Diluted ....................... 43,497,889 43,821,716 43,122,046 42 852,646
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

Not Applicable.

Item 9A. Controls and Procedures

As of the end of the period covered by this report, the Company carried out an evaluation, under the
supervision and with the participation of the Company’s management, including its Chief Executive Officer
and Chief Financial Officer, of the effectiveness of the design and operation of the Company’s disclosure
controls and procedures pursuant to Rule 13a-15 of the Securities Exchange Act of 1934. Based upon that
evaluation, the Company’s Chief Executive Officer and Chief Financial Officer concluded that the Company’s
disclosure controls and procedures are effective to cause the material information required to be disclosed by
the Company in the reports that it files or submits under the Securities Exchange Act of 1934 to be recorded,
processed, summarized and reported within the time periods specified in the Commission’s rules and forms.
There were no changes in the Company’s internal controls over financial reporting during the quarter ended
December 31, 2003 that have materially affected, or are reasonably likely to materially affect, the Company’s
internal controls over financial reporting.

PART HI

Item 10. Directors and Executive Officers of the Registrant

Information is contained under the captions “Matters to Come Before the Meeting — Election of
Directors” (excluding the Report of the Audit Committee) and “Section 16(a) Beneficial Ownership
Reporting Compliance” in the Company’s Proxy Statement and is incorporated herein by reference.

Item 11. Executive Compensation

Information is contained under the caption “Compensation of Executive Officers” (excluding the Report
of the Executive Compensation Committee and the stock performance graph) in the Company’s Proxy
Statement and is incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

Information is contained under the caption “Common Stock Ownership of Certain Beneficial Owners
and Management” in the Company’s Proxy Statement and is incorporated herein by reference. In addition,
the information contained in the “Equity Compensation Plans” subheading under Item 5 of this Report is
incorporated herein by reference.
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Item 13. Certain Relationships and Related Transactions

Information is contained under the caption “Certain Relationships and Transactions” in the Company’s
Proxy Statement and is incorporated herein by reference.
Item 14. Principal Accountant Fees and Services

Information is contained under the caption “Independent Accountants” in the Company’s Proxy
Statement and is incorporated herein by reference.

PART IV

Item 15. Exhibits, Financial Statement Schedules, and Reports on Form 8-K

(a)(1) The following consolidated financial statements of the Company and Report of Independent
Public Accountants are contained in “Item 8 — Financial Statements and Supplementary Data.”

Report of Independent Public Accountants

Consolidated Financial Statements:

— Consolidated Balance Sheets as of December 31, 2003 and 2002

— Consolidated Income Statements for the years ended December 31, 2003, 2002 and 2001

— Consolidated Statements of Shareholders’ Equity for the years ended December 31, 2003, 2002 and
2001

— Consolidated Statements of Cash Flows for the years ended December 31, 2003, 2002 and 2001
Notes to'Consolidated Financial Statements

(2) Financial Statement Schedules have been omitted because they are not applicable or are not
required or the information required to be set forth therein is included in the Consolidated Financial
Statements or Notes thereto.

(3) The Exhibits filed in response to Item 601 of Regulation S-K are listed in the Exhibit Index, which
is incorporated herein by reference.

(b) Reports on Form 8-K

The Company filed a current report on Form 8-K pursuant to Items 9 and 12, dated September 24, 2003,
furnishing institutional investor presentation materials, a copy of which was filed as Exhibit 99.1.

The Company filed a current report on Form 8-K pursuant to Items 5 and 7, dated October 6, 2003,
reporting that the Company issued a press release announcing the completion of a $100 million revolving
warehouse facility, a copy of which was filed as Exhibit 99.1.
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The Company filed a current report on Form 8-K pursuant to Items 5 and 7, dated November 4, 2003,
reporting that the Company issued a press release announcing the delay of its third quarter earnings, a copy of
which was filed as Exhibit 99.1.

The Company filed a current report on Form 8-K pursuant to Items 7 and 12, dated November 17, 2003,
reporting that the Company issued a press release announcing financial results for the three and nine months
ended September 30, 2003, a copy of which was filed as Exhibit 99.1.

The Company filed a current report on Form 8-K pursuant to Items 5 and 7, dated November 26, 2003,
reporting that the Company issued a press release announcing that it commenced a modified Dutch auction
tender offer, a copy of which was filed as Exhibit 99.1.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

CREDIT ACCEPTANCE CORPORATION

By: /s/ BRETT A. ROBERTS

Brett A. Roberts
Chief Executive Officer

Date: March 15, 2004

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below
by the following persons on March 15, 2004 on behalf of the registrant and in the capacities indicated.

Signature Title
/s/ "BRETT A. ROBERTS ' Chief Executive Officer (Principal Executive
. Brett A. Roberts . Officer)
/s/ DoucrLas W. Busk Treasurer and Chief Financial Officer (Principal
‘ Douglas W. Busk Financial and Accounting Officer)
fs/  HARrRY E. CrRAIG Director

Harry E. Craig

/s/ DonNaALD A. Foss Director and Chairman of the Board
Donald A. Foss

j/ s/ DANIEL P. LEFF Director
Daniel P. Leff

/s/  THOMAS N. TRYFOROS Director
Thomas N. Tryforos
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BOARD OF DIRECTORS

Donald A. Foss
Chairman of the Board
Credit Acceptance Corporation

Harry E. Craig
Independent Personnel Consultant

Glenda Flanagan

Executive Vice President and Chief Financial Officer

Whole Foods Market, Inc.

OTHER INFORMATION

Daniel P. Leff
Managing Member
The Placid Group, LLC

Brett A. Roberts
Chief Executive Officer
Credit Acceptance Corporation

Thomas N. Tryforos
General Partner
Prescott Investors, Inc.

Corporate Headquarters
Silver Triangle Building

25505 West Twelve Mile Road
Suite 3000

Southfield, MI 48034-8339
248) 353-2700

Transfer Agent and Registrar
Computershare Investor Services, LLC
2 North LaSalle Street

Chicago, IL 60602

(312) 588-4990

Corporate Counsel
Dykema Gossett PLLC
Detroit, MI

Certified Public Accountants
Deloitte & Touche LLP
Detroit, MI

Stock Listing
Nasdaq Stock Market Symbol:
CACC

Investor Relations
Information requests should be forwarded to:
Douglas W. Busk

Annual Shareholders Meeting
May 13,2004 9:00 a.m.

Silver Triangle Building

25505 West Twelve Mile Road
Southfield, MI 48034-8339
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Shareholders may obtain without charge a copy of tll}e
Company’s annual report on Form 10-K, as filed with tt€
Securities and Exchange Commission, by writing the€
Investor Relations Department at the corporafe
headquarters address or by accessing investor informatign
on the Company’s website at www.creditacceptance.com.
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25505 West Twelve Mile Road -

Southfield, Michigan 48034

248 .353.2700
visit us @ www.creditacceptance.com







